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ABSTRACT 
 
Balancing demand and supply is at the heart of the corporate real estate planning challenge. Real 
estate commitments, which are often long-term by nature, are at odds with the quickening 
competitive environment in which many companies operate today. The “structuring dilemma” is 
grounded in the uncertainty of a company’s external environment, as well as in the ways the 
company’s corporate real estate decision-making processes respond to uncertainty. The need for 
flexibility has seen most companies opt to divest from owning to leasing real estate. However, 
leasing also does not ensure ultimate flexibility if the durations of the leases are long and if the 
lease agreements do not contain options to renew and/or terminate the lease; and expand and/or 
contract space. 
 
Case studies were undertaken at ABB Sverige AB, TietoEnator AB, Siemens AB and Pharmacia 
AB, to investigate how these companies were matching their corporate real estate (CRE) to their 
corporate business strategies. The companies had identified real estate as contributing to business 
profitability. Although only one company had a formulated real estate strategy, they were all 
pursuing real estate goals to minimise long-term real estate costs and to optimise the use of space. 
Lease durations were being matched with business projections and options were embedded in the 
leases for flexibility. However, further investigation in all the companies is needed to evaluate the 
contribution of real estate to business profitability through measures such as the percentage of real 
estate costs to total business costs. 
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1.0 INTRODUCTION 
 
1.1 Background 
 
The current ever-changing environment, a constant stream of new IT developments and 
very competitive markets makes flexibility a valuable attribute for many businesses. The 
need for flexibility has seen most companies opt to divest from owning to leasing real 
estate. This is particularly so in the IT/Telecommunications sector which is ever evolving. 
However, leasing also does not ensure ultimate flexibility if the durations of the leases are 
long and if the lease agreements do not contain options to renew and/or terminate the 
lease; and expand and/or contract space. This is all coming from the companies need to 
match their business strategies with appropriate real estate portfolio’s. Most businesses 
due to increased competitive pressures are now seeking innovate ways to satisfy 
occupation needs. Real estate is now viewed as an active part of the business that should 
be as responsive as the other revenue generating parts of the business. Though, real estate 
is acting as an operational asset or production factor, the ultimate goal is to increase 
shareholder value through optimal use of space and minimisation of long-term costs of 
space. 
 
In Sweden, both ABB Sverige AB and Ericsson have opted for sale and leaseback 
schemes in restructuring their corporate real estate holdings from ownership to leasing. 
The essence of the restructuring has been to introduce greater flexibility and 
responsiveness into the business and thus increase shareholder value. 
 
The theme of this study is therefore to assess how corporate real estate (CRE) is being 
restructured to suit the ever-evolving business environment in Sweden. Particular attention 
is be paid to the IT/telecommunications sector due to its fast changing business 
environment and having transcended from boom to slump periods. Case studies are 
undertaken to determine how companies in this sector are matching their business 
strategies with their real estate holdings. TietoEnator AB and Siemens AB have been 
chosen as case studies in the fast changing IT/telecommunications sector. Further studies 
are undertaken in moderately stable and stable sectors such the manufacturing and 
pharmaceutical respectively. ABB Sverige AB and Pharmacia AB have been chosen in the 
latter sectors. 
 
1.2 Conceptual Framework 
 
The real estate forms a major part of a company’s asset base. In the U.K, real estate 
represents 30-40% of total assets in the balance sheets of companies and also represents 
16-17% of the total costs among large companies (Weatherhead, 1997). In the USA, real 
estate accounts for 25-40% of the total assets of major corporations (Rodriguez and 
Sirmans, 1996) The total market value of all real estate in Sweden has been estimated at 
5000 billion SEK, of which commercial and industrial investment held by non-real estate 
investment companies/entities stands at 400 billion SEK.1 This shows the large amounts of 
capital tied up in and expended on real estate by non-real estate investment 
companies/entities not only in the USA and UK, but also in Sweden as well. Despite 
representing a significant proportion to the asset base and being the second most 
expensive cost after labour, corporate real estate has historically been treated with a 
laissez-faire attitude due mainly to lack of appreciation and knowledge. This is now 
changing though. 
                                                 
1
 MSc Real Estate Management programme lecture notes in “Investment Analysis” 2001, Kungl Tekniska 
Högskolan, Stockholm 
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Property ownership can tie up large amounts of capital and management energy that 
businesses could employ more productively elsewhere. The current vogue for shareholder 
value maximisation, combined with increasing globalisation and changing work practices, 
have all combined to centre attention on the performance of corporate real estate assets 
(Pottinger et al, 2002). Increasingly, sophisticated occupier requirements are building 
demand for new and innovative ways to satisfy occupation needs (Rodriguez and Sirmans, 
1996). Real estate is now viewed as an active part of the business that should be as 
responsive as the other revenue generating parts of the business. The key drivers are the 
potential to release considerable cash to the corporation, to gain greater flexibility and to 
transfer some of the risks associated with more traditional patterns of owning and leasing 
property. The primary aim for many companies would be the need to re-value their real 
estate, enabling its value to be recognised in the market with the hope of driving up 
shareholder value.  
 
Overall, buildings and other tangible assets are declining in value relative to the 
companies “intangible” assets such as brands, relationships and knowledge. This is 
evidenced by the widening gap between companies’ book and market value that first 
opened up in the 1980s (Boulton et al, 2000). The options for the companies to divest their 
real estate range from individual sale and leaseback, through to large portfolios on the 
same basis, total outsourcing solutions or spinning off or floating the property division 
(Carpenter, 2000). The company’s choice of route is very individual. Ownership tends to 
be preferred when cost of capital is low and capital needs within a business are not great, 
whereas leasing is preferred when the cost is high and the business has significant capital 
needs (Rodriguez and Sirmans, 1996). Research by Arthur Andersen2 indicates that 
companies with more physical assets use capital less efficiently and those low in physical 
assets produce increasing returns without commensurate increase in stock volatility. 
 
Balancing demand and supply is at the heart of the corporate real estate planning 
challenge. Real estate commitments, which are often long-term by nature, are at odds with 
the quickening competitive environment in which many companies operate today. The 
“structuring dilemma” is grounded in the uncertainty of a company’s external 
environment, as well as in the ways the company’s corporate real estate decision-making 
processes respond to uncertainty. 
 
1.3 Problem Description 
 
The current ever-changing environment, a constant stream of new IT/telecommunication 
developments and very competitive markets makes flexibility a valuable attribute for 
many businesses. As a consequence it is of strategic importance to hold real estate 
interests – freehold, leasehold, outsourced etc – that will suit the business. However, the 
business strategies of most companies are becoming shorter, whereas, their real estate 
portfolios are usually held on long-term basis. To realise flexibility, some non-real 
investment companies are divesting from owning to leasing of real estate and are also 
putting real estate at the centre stage in trying to maximise shareholder value through 
optimal use of space and minimisation of long-term costs of space. 
 
1.4 Aim 
 
The aim of this study is to evaluate the contribution of real estate to the profitability and 
hence enhancement of shareholder value of the non-real estate investment companies 
through optimal use of space and minimisation of long-term costs of space. 
                                                 
2
 Boulton, R.E. S., Libert, B.D. and Sameck, S.M (2000), Cracking the value code, Arthur Andersen. 
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1.5 Objectives 
 
The objectives of the study are: 
 
I- To investigate whether the corporate business strategies of ABB Sverige AB, 
TietoEnator AB, Siemens AB, and Pharmacia AB are supported by formulated real 
estate strategies; 
II- To evaluate how minimisation of real estate occupancy costs contributes to 
business profitability and hence enhancement of shareholder value; and 
III- To undertake a comparative study of how companies in the 
IT/telecommunications, manufacturing and pharmaceutical sectors are matching 
their corporate strategies with appropriate real estate portfolios. 
 
1.6 Methodology 
 
The study is split into two stages with the first stage involving literature review of 
corporate real estate as a factor of production. Case studies based on face-to-face 
interviews with real estate managers in some IT/telecommunication, manufacturing and 
pharmaceutical companies follow this. In the IT/telecommunications sector, case studies 
are undertaken at TietoEnator AB and Siemens AB, whereas in the manufacturing and 
pharmaceutical sectors, ABB Sverige AB and Pharmacia AB respectively, form the case 
studies.  
 
1.7 Limitations and Scope of the Study 
 
The study is limited to ABB Sverige AB, TietoEnator AB, Siemens AB, and Pharmacia 
AB due to time and other resource constraints. Companies like Astra Zeneca, Ericsson, 
Telia, Nokia and Sandvik did not want to participate in the study. However, since the 
selected companies are major players in their respective sectors, it is assumed that the 
strategies that they are employing or should employ to match their corporate strategies 
with appropriate real estate portfolios should serve as lessons for other companies in their 
respective sectors. 
 
1.8 Chapter Layout 
 
The second chapter reviews the importance of incorporating a real state strategy in the 
overall company business strategy. The chapter ends with a discussion on the lease-
versus-owning analysis as a decision making tool for maximising the benefits of fully 
utilising real estate to support the core business. 
 
The third chapter discusses the role of real estate, as a factor of production, in contributing 
to business profitability and hence enhancement of shareholder value. 
 
The fourth chapter investigates as case studies how ABB Sverige AB, TietoEnator AB, 
Siemens AB and Pharmacia AB are restructuring their corporate real estate to match the 
changing business environment. Investigated in detail is how their real estate holdings are 
contributing to profitability and hence shareholder value. This is through face-to-face 
interviews with real estate managers in said companies.  
 
Chapter five presents an analysis of the practices within and across the sectors of the 
subject companies on how they are restructuring CRE to match the changing business 
environment. 
 
 6 
Chapters six present the final conclusions and recommendations. 
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2.0 INCORPORATING REAL ESTATE IN CORPORATE STRATEGY 
 
 
2.1 Introduction 
 
In the recent years, business managers have focussed on improving their use of resources, 
particularly by making use of technology, human resource management, financial and 
fiscal measures, and information management to make their operations more efficient and 
customer focussed. Yet the importance of land, or real estate, which economic literature 
states as being one of the production factors, has been treated with a laissez-faire attitude 
until the recent past (Weatherhead, 1997). This is despite it being the second most 
expensive cost after labour and contributing a significant part to the asset base of most 
companies. 
 
A competitive edge and profitability can be gained by innovative use of real estate, both as 
an asset and as a cost. Veale (1988) from MIT undertook a survey of real estate executives 
whose results showed a strong correlation between management attitude and effective 
management of corporate real estate. Good managers valued real estate and felt strongly 
about the importance of the function within their organisation. 
 
To extract the best value-making potential from real estate assets while they are being 
used as a factor of production needs carefully strategic management (Weatherhead, 1997). 
An organisation’s real estate decisions will be effective if such decisions support the 
enterprise’s overall business objectives. The result can only be achieved by the explicit 
consideration of how real estate strategy supports corporate strategy and the sub-strategies 
for component elements of the corporation (Nourse and Roulac, 1993). 
 
The chapter thus discusses the theory behind corporate business strategies and also the 
main ingredients of a corporate real estate strategy. 
 
2.2 Corporate Business Strategy 
 
The concepts pointed out below are relevant when discussing corporate business strategy. 
They indicate the need for business to develop a corporate strategy incorporating real 
estate to gain competitive advantage. 
 
2.2.1 Strategic intent 
 
It is widely recognised that every business employs an overall strategy that addresses 
critical elements such as customers, employees and processes. The purpose of developing 
a business strategy is to focus the operations of the business in ways that are predicted to 
bring success from gaining competitive advantage. This advantage comes in many ways. 
Above all, it is about developing and implementing new ideas ahead of competition. 
Implementing ideas that others have tried is mostly about attempting to catch up with the 
competition and not about the first-mover advantage, unless the ideas are being transferred 
from other industries or different markets (Weatherhead, 1997). 
 
2.2.2 Substitution 
 
Substitution is a concept introduced by Porter (1980). He used the example of a business 
being under competitive pressure from substitute products and illustrated this with the 
example of synthetic fabrics being a substitute for natural fabrics. 
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In the context of real estate, a business will be under pressure if another can provide the 
product or service using less real estate. Business strategies that reduce the need for real 
estate are the most effective, provided that other costs do not rise to compensate 
(Weatherhead, 1997). 
 
2.2.3 Product life-cycle 
 
Porter (1980) points out that industries and products within an industry can be seen to 
follow an S-shaped life-cycle pattern, which can be used to plan strategy. Its usefulness 
has been criticised though as each industry or product in question has its own particular 
shape of the curve. 
 
The first stage of the curve is the period of introduction, when the new industry or product 
is created. The period of a new venture when establishment takes much of the business’s 
resources and growth is slow. This is followed by a period of rapid growth and the good 
profits once the product is established and before competitors enter the market. Maturity is 
signalled by the introduction of viable competitors, when energies are channelled into 
maintaining market share and profitability. Competitors and the original entrant are 
offering similar goods, and competition tends to focus on price. Reducing costs so that 
prices can be reduced is an important aspect of retaining market share and remaining 
profitable. Decline follows either for the competitors, who cannot remain profitable, or the 
whole industry, because of lack of demand due to causes such as new technology and 
changing fashions. 
 
Figure 1: Real estate and the product life-cycle 
 
 Real Estate Strategy 
Focus on core business Focus on reducing real estate costs 
  Maturity Decline 
    
 Growth   
 
P
rod
u
ct
 S
ales
 Introduction    
 Time 
Source: Weatherhead, M. (1997) 
 
The position of the business in the product life-cycle will influence its needs for real estate 
and the amount of resources it should expend in ensuring that it has a suitable real estate 
strategy. The relationship between real estate and the product life cycle is shown in Figure 
1. 
 
Managers for new ventures focus on growing the business. Spending time dwelling on real 
estate costs will probable not make a difference to success or failure. This does not mean 
that excessive real estate costs should be encouraged; it is merely that they are not a vital 
element, although all aspects of the business should be fully supporting the core activity. 
 
Many growing businesses need to expand into larger premises and should not be shackled 
to inflexible real estate commitments, such as long leases or purchases of freeholds. 
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Exceptions are those businesses that need certain premises for strategic locations, such as 
shops, or those that use expensive fixed plant and machinery. 
 
For mature industries facing increasing competition, lower prices and lower profits, 
reducing real estate costs may just help reduce the cost of producing existing goods. The 
savings could be sufficient to fund the drive to develop or acquire new products. 
 
It should also be noted that shorter product life cycles require quicker responses to 
technological changes and greater flexibility in staff and resource allocation (Carn, et al. 
1999). This further underscores the need for companies to hold flexible real estate holding 
to match business needs. 
 
2.2.4 Vertical integration 
 
Vertical integration describes the arrangements when a firm undertakes processes that feed 
back into their main operation, called backward integration, or undertakes processes 
beyond the main process, known as forward integration (Porter, 1980). For a 
manufacturing company, an example of backward integration would be to grow or mine 
raw materials, and an example of forward integration would be to organise its own 
distribution or retail sales. Companies that use vertical integration must arrange an internal 
transaction, or pricing, to replace the market transaction. 
 
For real estate, vertical integration applies when a firm purchases accommodation (i.e. 
freehold) or takes a long lease. If accommodation is rented on a short lease this is not 
vertical integration but a contract to purchase as service (Nourse, 1990). The idea of 
viewing ownership of real estate by a company to meet its own needs is backward vertical 
integration. Market –based internal transactions, or rents and other occupational charges 
ensure that each user of space understands the full cost its operations, including 
accommodation. When this is known there is a realistic understanding of its contribution 
to business (Weatherhead, 1997). 
 
Porter explains that many vertical integration decisions are framed in terms of “make or 
buy?” whereas for real estate, the choice is “own or lease?” The essence of these decisions 
is not the financial benefits of the alternatives but strategic issues that are hard to quantify 
(Weatherhead, 1997). 
 
2.2.5 Value chain 
 
Value chain, a fundamental conceptual building block of strategic management, offers a 
means to consider how value is added at each significant point of the process by which 
business enterprises create goods and services (Porter, 1985). The value chain concept can 
be a powerful means of comprehending the measure of the value contribution of each 
process and resource employed as inputs to create output. 
 
The cost analysis of the value chain is useful not only as an analytical tool when 
considering real estate in the context of the ownership of buildings, but also when 
considering the arrangements for managing real estate. The aim is to consider whether the 
system in place, or to be adopted, will bring competitive advantage. 
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2.2.6 Strategic fit  
 
To be successful, the overall business strategy and its real estate components must fit the 
organisation, its current position (including intangible considerations such as corporate 
culture), its resources and the external environment. 
 
Real estate managers work in different types of companies, especially among the large 
corporations. The style of strategic planning will need to match the management style. 
Goold and Campbell (1987) define three different popular types of management control 
style for large organisations: flexible strategic control, tight strategic control and tight 
financial control. All have their financial and strategic targets, but expect different results, 
achieved in different ways. 
 
Flexible strategic control companies accept that there are good reasons why targets may 
not be met, and as long as units are loyally moving broadly in the right direction the centre 
is satisfied. In tight strategic control companies’ enforcement is seen to be strict against 
annual objectives. The same applies to tight financial control companies, but the terms are 
set mainly in terms of annual performance. In tightly controlled companies, falling below 
target is considered a failure that will affect career prospects and status. 
 
Those who must meet specific targets are going to be less inclined to propose, or willingly 
adopt, risky strategies, or to do anything during the year that may adversely affect the 
target. Where financial targets predominate, strategic planning is pushed down the 
hierarchy to the individual profit centres; hence real estate may be hived off into a separate 
company. Strategic control companies will push strategy downward, but will normally 
seek coordination between units at higher level, such as the divisional level. The more 
flexible companies tend to have higher involvement in strategy by the corporate 
management, who will coordinate between individual businesses in the group. 
 
2.2.7 Driving force of a business 
 
Tregoe and Zimmerman (1980) point out that the primary determiner of the scope of 
future products and markets is the organisation’s driving force, which in turn provides the 
basis for defining the other choices in the strategic profile. They contend that all of the 
corporation’s important activities- resources and capabilities, plans and structure, 
decision-making and problem solving- ultimately are directed towards its products and 
markets. The driving force is a central hook that can serve as a clear and simple concept to 
guide top management in developing the strategic framework. 
 
They identify nine possible strategic driving forces (based on: products offered, market 
needs, technology, production capacity, method of sale, method of distribution, natural 
resource, size/growth, and return/profit) that determine the future product and the market 
scope that define a business and provide a framework for guiding operating decisions. 
While the authors note that all nine are important to a business, they assert that usually 
only one is the primary determinant of what the business does. The driving force of a 
company may change over time with changes in the environment, markets, and other 
forces that determine business direction and the competitive position. Since the 
organisation’s future product and market scope define its real estate needs, the driving 
force concept is the most powerful model for providing the context to consider the linkage 
of corporate business strategy to real estate strategy (Nourse and Roulac, 1993). 
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2.3 Corporate Real Estate Strategy 
 
A corporate business strategy addresses such critical elements as customers, employees 
and processes. The environments in which the company does business (the environments 
in which the enterprise interacts with the customers, houses its people and supports its 
processes) profoundly impact these elements. These are elements of corporate 
property/real estate strategy (Roulac, 2001). 
 
A superior corporate real estate strategy impacts and produces positive outcomes in 
employee satisfaction, production factor economics, business opportunities realised and 
forgone, risk management considerations, and other impacts on enterprise value. These 
consequences enhance or detract from business outcomes - specifically management’s 
ability to add value to increase shareholder wealth (Roulac, 2001). 
 
The CRE strategy spells out the functions of the CRE staff, its linkage with the corporate 
driving force and the real estate decisions affecting the business, including the owning or 
leasing decision. 
 
2.3.1 Corporate real estate functions 
 
Manning and Roulac (1996) asserted that a few corporate real estate executives in the 
USA (at IBM, AT&T, Eastman Kodak and Arthur Young) were making dramatic 
contributions to their company’s return on investment (ROI) through reductions in space 
needs, greater workforce productivity in space design and utilisation, increased space 
flexibility, improved management information systems and reporting, enhancing 
competitive advantage, and the beginning of strategic management of the corporate real 
property to further a company’ business strategy. 
 
Weatherhead (1997) presents how companies in the UK (IBM UK, BT plc, Marks 
&Spenser plc, J Sainsbury plc, The Boots Company plc, Conrad Ritblat Group plc and 
Z/Yen Ltd) include real estate as a component of corporate strategy and how in each case 
real estate contributes in a different way to business success. 
 
Corporate real estate staff function in five different capacities as shown in Table 1, with 
each higher-level capacity having greater impact upon a company’s ROI. The subsequent 
higher-level corporate real estate service capacities build upon and require the corporate 
real estate unit’s successful performance of the lower level capacities.  
 
Table 1: Corporate Real Estate Functions 
 
Levels of Corporate Real 
Estate 
Function Strategic Management Application 
Taskmaster Procure cost-efficient facilities Efficiency 
Controller Standardize space needs to 
minimize facility occupancy costs 
Standardization 
Dealmaker Creative space needs, problems 
solving and negotiation re specific 
assets 
Transactional 
Intrapreneur Provide real estate services as a 
competitive service provider 
Profit Center 
Business Strategist Integrate workforce, workplace and 
technology trends into overall 
business strategy 
Strategic 
 
Source: Manning, C.A., Rodriguez, M. and Roulac, S.E (1997) 
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Thus, the corporate real estate executive serving as a Business Strategist must also 
perform the responsibilities of the Intrapreneur, Dealmaker, Controller, and the 
Taskmaster as well. 
 
2.3.2 Corporate driving force and real estate strategy 
 
The collection of corporate considerations including driving force, the generic strategies3 
employed to implement that driving force, and the particular culture and values of the 
company determine which real estate strategy or strategies may be appropriate. A minority 
of enterprises can be viewed as having corporate real estate strategies. Among the most 
common to be characterised are: minimise occupancy cost; increase flexibility; promote 
human resources objectives; promote marketing message; promote sales and selling; 
facilitate production, operations services and delivery; facilitate managerial process; and 
capture real estate value creation of business (Nourse, 1990). 
 
According to Nourse and Roulac (1993) for each corporate driving force there is one or 
more primary real estate strategy, with the other real estate strategies being assigned 
secondary or tertiary importance. They further elaborate by linking the corporate driving 
forces, as advocated by Tregoe and Zimmerman in section 2.2.7, with the real estate 
strategies, to show the relative priorities for various types of businesses. A real estate 
strategy that makes sense for one type of business may be totally inapplicable for another 
type of business. Their suggestive linkage of real estate strategies to corporate driving 
force is shown in Table 2. 
 
Table 2: Linking Real Estate Strategies to Corporate Driving Force 
 
 Driving Force 
Real Estate 
Strategies 
Produ
cts 
Offer
ed 
Mark
et 
Needs 
Technol
ogy 
Producti
on 
Capacit
y 
Meth
od of 
Sale 
Meth
od of 
Distri
butio
n 
Natural 
Resourc
e 
Size/ 
Grow
th 
Retur
n/ 
Profit 
Minimise 
occupancy cost 
P T S T P S T T P 
Increase flexibility T P P NA NA NA NA S S 
Promote human 
resources 
objectives 
T T P P T S T S T 
Promote marketing 
message 
S S S S S P P S S 
Promote sales and 
selling 
S P S S P P S P S 
Facilitate 
production, 
operations services 
and delivery 
P S S P S P P S S 
Facilitate 
managerial process 
S S P S T T S S S 
Capture real estate 
value creation of 
business 
NA NA NA NA NA P P S P 
Note: P = Primary; S = Secondary; T = Tertiary; NA = Not Applicable 
Source: Nourse, H.O. and Roulac, S.E (1993) 
 
                                                 
3
 These are described as: cost minimisation, quality differentiation, and service leadership, in Porter, M. (1985), 
Competitive Strategy- Creating   and Sustaining Superior Performance, Free Press, New York. 
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2.3.3 Corporate real estate operating decisions 
 
Real estate operating decisions can be moulded in a variety of ways to serve different user 
needs. Businesses face the following distinct operating decisions: 
 
1 Location : Location strategies including country, regional, local and building specific. 
2 Quantity : Amount of space needed for immediate and near-term needs and future 
expansion. 
3 Tenancy 
Duration 
: Time horizons of assured access to space – leases, options and direct 
ownership. 
4 Identity / 
Signage 
: The perception of space and therefore advertising message sent to 
corporation’s audience. 
5 Building Size / 
Character 
: Being a dominant or minor tenant in a multi-tenant building. 
6 Building 
Amenities 
: Amenities available (food outlets, drug store etc.) in and proximate to a 
facility have a substantial influence on the perceptions and experiences of 
those working in the space  
7 Exterior Quality : Quality of landscape, building design and materials, public spaces, and 
building systems determine the visual appeal and influence the functionality 
of the space. 
8 Company Space : Interior space, layout, design, finishes, furnishings, and art define the 
ambiance and functionality of the work environment. 
9 Mechanical 
Systems 
: Heating, ventilation, air conditioning and elevators etc. influence the 
comfort of the work setting. 
10 Information / 
Communication 
Systems 
: These impact on the functionality of space and the organisation’s 
productivity. 
11 Ownership 
Rights 
: Short-term rental, long-term leases, plus options to extend and/or convert 
these positions to full ownership. 
12 Financing : Payment arrangements for financial obligations e.g. periodic monthly lease 
payments, inflation-indexed payments, potions of debt and how it if 
financed for acquired property have important financial consequences. 
13 Control : Degree of control over other types of uses e.g. specific tenants in adjacent 
space. 
14 Risk 
Management 
: Liability to third parties for acts and accidents at the property, responsibility 
for employees working in the space, and financial exposure to disaster (fire, 
storm, earthquake, etc.) 
 
Given the diversity, breadth and the complexity of these critical real estate operating 
decisions, there is a plethora of different alternatives that might be considered. The critical 
strategic concern for the corporate real estate function in implementing these real estate 
decisions is how to guide these decisions in a way to correspond to the enterprise’s real 
estate strategy. 
 
The following specific considerations should be addressed in implementing real estate 
operating decisions: 
 
• The changing role of real estate in the business; 
• Market conditions concerning relative availability of the quality, pricing and type 
of space a company might seek; and 
• The importance of a special or unique real estate environment to company 
operations. 
 
Real estate operating decisions will impact differently on the real estate strategy as 
determined by a particular corporation’s business objectives, markets and products, and 
resources. Nourse and Roulac (1993) suggest the linkage between the two as shown in 
Appendix 1. Real estate operations and corporate strategy are considered tightly linked if 
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real estate measures are monitored on a regular basis to determine their fit with corporate 
needs and if feedback from such measures is used to change real estate assets so that they 
conform better to corporate needs. Real estate performance measuring and monitoring are 
discussed in the next chapter. 
 
2.3.4 Owning or Leasing Decision 
 
One of the tenets of any corporate real estate strategy is the policy of whether to own or 
lease real estate and how such decisions are to be evaluated. Owning and leasing create 
different flexibilities in the space being utilized for production. Therefore, the present real 
estate portfolio has to be evaluated to assess whether it is matching the corporate business 
strategies.  
 
Typically, the real estate portfolios of corporate businesses have been assembled over time 
and the actual costs of occupying different parts vary tremendously. Many businesses have 
held freehold real estate as a hedge against inflation. With the economies of most 
countries currently in a period of low inflation, this negates fear of inflation as a reason to 
own rather than rent. 
 
Most start-up businesses find it difficult to raise finance to cover the non-real estate fixed 
asset and cash flow requirements. Their owners have little choice other than to rent 
accommodation. Exceptions being those businesses that need certain premises for strategic 
locations, such as shops, or those that use expensive fixed plant and machinery. For 
mature industries, if purchasing real estate with equity brings lower returns than the main 
business of the company the shareholders will question why it happened. If there is no 
obvious reason, they will want to know why accommodation was not rented and excess 
profits invested in high-value projects or paid out as dividends. Such situations can give 
rise to takeovers. 
 
The business manager deciding whether to own or lease real estate operational assets will 
be choosing between obtaining a freehold building, which will be a substantial fixed asset 
on the balance sheet,4 or a lease, which means paying rent – a cost against profits deducted 
before taxable profits are calculated. Owning real estate ties up the equity capital of the 
company, whereas leasing frees it for other investment opportunities available to the 
company. Ownership is also preferred when cost of capital is low and capital needs within 
a business are not great, whereas leasing is preferred when the cost is high and the 
business has significant capital needs (Rodriguez and Sirmans, 1996). Research by Arthur 
Andersen5 indicates that companies with more physical assets use capital less efficiently 
and those low in physical assets produce increasing returns without commensurate 
increase in stock volatility. If control of the real estate assets is priority, due to for 
example the specialised nature of the business, ownership or long-leases are preferred. 
Vice versa is also true. Ownership and holding long leases do not ensure flexibility for the 
business. Options to renew and/or terminate the lease, expand and/or contract space, 
introduce flexibility into leasing. Control has a price, however, for space that is committed 
but not used may be much more expensive than space that is controlled through options, 
etc. It is the balancing of controlled space that allows the company to better orchestrate the 
cost and reliability of meeting its future space requirements as shown in Figure 2. 
 
 
                                                 
4
 Real estate appears in the balance sheet if it is an asset that is not consumed within the accounting period, normally 
a year. 
5
 op cit 2 
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Figure 2: Controlling space requirements by using options 
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Source: Corporate real estate portfolio alliance: executive report on research findings, 1999 
 
Some of the reasons advanced for owning or leasing real estate are shown in Table 3. 
These reasons are difficult to incorporate explicitly into the decision analysis but affect the 
final decision of whether to own or lease real estate. 
 
 Table 3: Reasons for owning or leasing real estate 
 
Reason Owning real estate Leasing real estate 
Strategic • Security 
• Unique location 
• Transport links 
• Unique design 
• Safeguard location for plant that cannot 
be moved 
• Ensuring space for expansion 
• Freedom of choice over property 
management 
• Desire to establish community links to 
aid business 
• Supply of suitable educated or trained 
labour 
• No suitable property available to rent 
• Freedom to move, especially if 
expansion is predicted 
• Less risk of being tied to an obsolete 
building 
• Freedom to reduce the size of the 
estate if floor space needs to be 
reduced 
• Opportunity to test locality without 
long-term commitment 
• Flexibility of size of letting 
• Availability of additional services 
• Accommodation included in 
outsourcing contract  
 
Economic • Avoidance of raising rents 
• Avoidance of long-term commitments 
to lease conditions 
• Control over management costs 
• Protection of expensive investment in 
plant or local facilities 
• Potential for particular capital gain 
above level of inflation 
• Potential for long-term development 
opportunities 
• Contribution to joint venture 
programmes 
• Availability of grants 
 Capital allowances 
• Demands less capital 
• Desire to limit the size of non-liquid 
capital assets 
• Freedom to choose cheaper, or more 
expensive, locations 
 
Source: Adapted from Weatherhead, M., (1997) 
 
The qualitative and quantitative methods used by the managers to evaluate the lease versus 
owning decisions and the methods used to estimate the discount rate in lease evaluation 
are shown in Table 4. 
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Table 4: Analytical methods used to evaluate lease versus own decision and to estimate the discount rate in 
lease evaluation 
 
Analytical methods used to evaluate lease versus 
own decision 
Methods used to estimate discount rate in lease 
evaluation 
• Net advantage to leasing 
• Comparison of cash flows – leasing vs. 
owning 
• Comparison of net income – leasing vs. 
owning 
• Return on investment 
• Space size 
• Internal rate of return on asset 
• Decision based on corporate strategic 
planning 
• Expected holding period 
• Five-year price estimation 
• Salvage value of asset 
• Reproduction costs 
• Lease costs compared to mortgage cost 
• Payment period 
• Net present value of asset 
• Decision made on case-by-case consideration 
• Before-tax cost of debt 
• After-tax cost of debt 
• Weighted average cost of capital 
• Rate of return on new investments 
• Rate of return on previous investment 
• Internal rate of return 
• Risk-adjusted weighted average cost of 
capital 
• Cost of debt plus consistent factor 
• Yield on treasury notes 
• Return on assets 
 
Source: Adapted from Redman, A. L. and Tanner, J. R. (1991) 
 
The choice of which analytical method is used in the evaluation of the lease versus owning 
decision and how the discount rate for the lease evaluation was estimated, have an effect 
on the result obtained. 
 
In finance, the theoretically preferred qualitative method is the net advantage of leasing 
where the present value of the leasing cost is compared to the present value of the costs of 
owning. The difference in the present values is the net advantage to leasing and if positive, 
the assets should be leased; otherwise, purchase. An alternative approach is to calculate 
the internal rate of return implied in the lease agreement (Redman and Tanner, 1991). 
Brueggeman and Fisher (1997) also contend that the choice of whether to own or lease 
will depend on the after-tax cash flow (ATCF), after-tax rate of return, and the opportunity 
cost and risk associated with investment of equity in real estate. If after-tax rate of return 
is not sufficient to warrant the risk associated with owning space, leasing rather than 
owning should be preferred. Owning should be preferred if the after-tax rate of return is 
sufficient for the risk associated with owning space. 
 
The choice between owning and leasing is complex and depends on the factors in each 
case, but can be summarized as shown in Table 5. 
 
Table 5: The choice between owning and leasing 
 
Own Business factor Leasing 
If  if 
Stable OPERATION Changing 
Unique ACCOMODATION NEEDS Ordinary 
Control MANAGEMENT Flexibility 
High INFLATION Low 
Available CAPITAL Restricted 
 
Source: Weatherhead, M., (1997) 
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It should be noted, however, that deals that unlock value from real estate, delivering cash, 
ensure certainty of lease costs over the desired period and operational flexibility, are only 
appropriate for some businesses. For others, one or two ingredients from this rich menu 
can be selected to manage exposure to the market. It all depends on the trade-off between 
operational flexibility, certainty on cost and value for money – or the balance between a 
combination of real estate assets and facilities management – required by the business 
(McNamara, 2002). 
 
Obviously, the decision that real estate will be needed is a precursor to these arguments 
becoming relevant. This decision will be based on the net present value of the proposed 
investment. This will involve all aspects of the business that will be generated, all the 
costs involved and the profitability. 
 
2.4 Summary 
 
The historic view of real estate playing a passive contribution to the business is now 
changing with the realisation that it can play an active part by unlocking the latent capital 
tied up in it. It has been recognised that a competitive edge and profitability can be gained 
by innovative use of real estate, both as an asset and as a cost. To extract the best value-
making potential from real estate assets while they are being used as a factor of production 
needs carefully strategic management. An organisation’s real estate decisions will be 
effective if such decisions support the enterprise’s overall business objectives.  
 
Finance theorists have long hypothesized that owned real estate has a negative impact on 
the financial performance of non-real estate companies. This is based on the belief that 
real estate returns are frequently lower than many company’s cost of capital, therefore 
making it costly for a company to invest outside its core business. Therefore, real estate 
solutions that can deliver cash and, even more important, align the real estate portfolios to 
the needs of the operating business are being demanded. Moves that make explicit the 
value of real estate and the impact of real estate management provide valuable information 
to shareholders and signal an intention to maximize wealth.  
 
With the intensified drive to increase shareholder value by ensuring that all parts of the 
business, including real estate, are generating an adequate return on investment, business 
managers are now critically pressed with the decision of whether to own or lease real 
estate than ever before. Owning real estate ties up the equity capital of the company, 
whereas leasing frees it for other investment opportunities available to the company. 
However, the choice of whether to own or lease will depend on the after-tax cash flow 
(ATCF), after-tax rate of return, and the opportunity cost and risk associated with 
investment of equity in real estate. This is complex and depends on the factors in each 
case. 
 
The next chapter looks at how non-real estate companies can unlock the latent capital lock 
up in real estate and also how they can maximize the value of their real estate in whatever 
form it is held, owned or leased, through optimum use of space and reduction of long-term 
real estate costs. 
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3.0 CONTRIBUTION OF CORPORATE REAL ESTATE TO BUSINESS 
PROFITABILITY 
 
 
3.1 Introduction 
 
Large amounts of capital are locked up in real estate and are expended to support the core 
business for non-real estate investment companies. The chapter discusses how Chief 
Financial Officers have historically raised debt against specific real estate through 
secured loans or mortgage debentures, or pursued a sale and leaseback programmes when 
confronted by requests to release capital that is tied up in a company’s real estate assets. 
The raised cash is used to support business operations. 
 
Also discussed are the real estate performance measures and how they contribute to 
business profitability. Real estate performance measures are needed to reflect how real 
estate is being utilised in the business. The unit of measuring real estate performance will 
depend on the type of the facility and its use. The most common measure is occupancy or 
accommodation costs, of the many other measures. Reductions in occupancy costs can 
lead to an equivalent increase in operating profit and/or can provide a break-even position 
at a lower level of revenue. Comparison can also be made among the various buildings 
and with the competitors to indicate where it may be most valuable to concentrate 
attention on cost-reducing measures. 
 
Business strategies that reduce the need for real estate are the most effective, provided 
that other costs do not rise to compensate. Businesses that can produce products or 
deliver services using less real estate than their competitors will have a competitive 
advantage. Surplus real estate requirements may result by introducing changes to reduce 
space requirements and also by introducing other costs saving measures. 
 
3.2 Unlocking real estate value 
 
The real estate forms a major part of a company’s asset base. In the U.K, real estate 
represents 30-40% of total assets in the balance sheets of companies and also represents 
16-17% of the total costs among large companies (Weatherhead, 1997). In the USA, real 
estate accounts for 25-40% of the total assets of major corporations (Rodriguez and 
Sirmans, 1996). The total market value of all real estate in Sweden has been estimated at 
5000 billion SEK, of which commercial and industrial investment held by non-real estate 
investment companies/entities stands at 400 billion SEK.6 This shows the large amounts 
of capital tied up in and expended on real estate by non-real estate investment companies 
/ entities not only in the USA and UK, but also in Sweden as well. 
 
Most Chief Financial Officers are as much concerned about the impact of an operational 
real estate portfolio on the profit and loss account as they are about reducing its impact on 
the balance sheet. In this context, reducing the amount of surplus accommodation is of 
paramount concern, as is reducing the impact of annual depreciation charges. If anything, 
it is these annual depreciation charges for fitting-out costs that have limited the desire to 
move towards shorter lease terms and have created an optimum lease term of 10-15 
                                                 
6
 MSc Real Estate Management programme lecture notes in “Investment Analysis” 2001, Kungl Tekniska 
Högskolan, Stockholm 
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years; flexibility can, however, be maintained by the inclusion of tenant-only break 
clauses (Wainwright, 2000). 
 
When confronted by a request to release capital that is tied up in a company’s real estate 
assets, Chief Financial Officers have historically had two options: either to raise debt 
against specific real estate through secured loans or mortgage debentures, or to pursue a 
sale and leaseback programme. Raising debt appears directly on the company’s balance 
sheet and increases gearing levels. To date, undertaking a sale and leaseback programme 
has neither these disadvantages, hence the popularity of this method. In many cases, the 
capital raised through a sale and leaseback has enhanced the balance sheet at the expense 
of the profit and loss account (Wainwright, 2000).  
 
The time when it was felt essential to own real estate to support borrowing requirements 
is fading. The changing role of real estate in the accounts of the business will not be the 
only factor considered by credit rating agencies. Lenders and investors tend these days to 
look much more at the business’s intrinsic value as a going concern that produces a 
certain cash flow than just its assets. Consequently, reducing assets by sale and leaseback 
of real estate and investing the proceeds in the operations that improve the cash flow may 
even enhance rather than restrict future loan finance (Weatherhead, 1999). 
 
The principal advantages and disadvantages secured lending/mortgage debentures and 
sale and leaseback schemes are summarised in Table 6. 
 
Table 6: Secured lending versus sale and leaseback 
 
Method Advantages Disadvantages 
Secured 
lending / 
mortgage 
debentures 
• Retain capital allowances 
• Retain flexibility and control 
• Interest payments are tax 
allowable against P&L account 
• Exposure to property market 
• On balance sheet. 
• Increases corporate gearing levels. 
• Release <100% of value. 
• Need to provide for loan 
amortisation over loan term. 
• Exposure to property market risk 
(residue capital value). 
• Capital tied up in illiquid asset  
Sale and 
leaseback 
• Off balance sheet  
• Rental liability is not 
capitalised (at present) 
• Rental payments are tax 
allowable against P&L 
account 
• Release 100% of value 
• No exposure to property 
market capital risk – residual 
value etc. 
 No amortisation 
• Loss of capital allowances. 
• Loss of flexibility and control. 
• Exposure to property market risk 
(rental). 
• Rental liability may be capitalised 
on the balance sheet (proposed). 
• Loss of exposure to property 
market growth (capital) 
 
Source: Wainwright, S. (2000) 
 
It thus seems that the amount raised via sale and leasebacks and other outsourcing, and 
the cost of that capital, is the inverse proportion to the amount of operational flexibility 
obtained. In particular, innovative sale and leasebacks that produce cheap capital tend to 
be accompanied by long commitments, representing both a maturity shift and a constraint 
to operational flexibility. This must be considered in evaluating the benefits of such 
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schemes. The hidden costs of constraint on active asset management and operational 
decision-making should not be neglected (Lizieri et al, 2001). 
 
3.3 Occupancy costs and other measures of real estate performance 
 
Real estate performance measures are needed to reflect how real estate is being utilised in 
the business. The unit of measuring real estate performance will depend on the type of the 
facility and its use. The most common measure is occupancy or accommodation costs. 
Other measures of real estate performance that are used are shown in Table 7. Real estate 
performance measuring by occupancy costs uses occupancy costs per square metre, 
occupancy costs per employee or the ratio of occupancy costs to sales or revenue, as the 
units of measure. Occupancy costs include rent and outgoings (operating expenses) if 
accommodation is leased, or actual or imputed debt service and outgoings if the 
accommodation is owned. A reduction in real estate costs can lead to an equivalent 
increase in operating profit and/or can provide a break-even position at a lower level of 
revenue (Robinson, 1999).  
 
Table 7: Other real estate performance measures 
 
• Questionnaires of satisfaction by employees 
• Square metre per employee 
• Customer or client satisfaction 
• Average distance to employee homes 
• Average distance to customers 
• Average distance to suppliers 
• Average distance between managers in 
separate buildings 
• Amenities: Day Care, Shopping, Restaurants, 
Banks, etc 
• Total square metres of space 
• Physical condition of exterior 
(appearance/image) 
• HVAC system 
• Elevators 
• Flexibility of physical facility for changes 
in use 
• Marketability of property market value 
• Flexibility of lease provisions to adapt to 
life cycle of organisations products 
• Sales per square metre 
• Output per square metre 
• Business return on assets 
• Physical condition of interior space 
 
Source: Nourse, H.O. (1994) 
 
A key aspect of many real estate strategies is an aim to reduce real estate costs, mainly 
those related to mature, less profitable products. Tables 8 and 9 illustrate a situation in 
which a saving of 5 per cent of real estate costs (where real estate costs are 20 per cent of 
the total costs) results in an increase of profits by 9 per cent.  
 
 
 
 
 
 
 
 
 
 
 
I 
 
Table 9: Effect of a 5% reduction in real estate 
costs on profits 
 SEK SEK 
Revenue  100.0 
Real estate costs reduced 
by 5% 
 
17.1 
 
Other costs unchanged 72.0 89.1 
Profit increase  10.9 
(9% increase) 
 
 
  
Source: Weatherhead, M. (1997) 
Table 8: Profit and real estate expenses 
 
  SEK 
Revenue  100 
Less salaries and 
operating expenses 
   90 
Profit    10 
Real estate 20% of 90%   18 
Other costs 80% of 90%   72 
Total operating 
expenses 
   90 
 
Source: Weatherhead, M. (1997) 
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In the retailing, where real estate contributes up to 20 per cent of the costs, a reduction of 
5 per cent will result in an average 1 per cent saving overall. The figures are less in other 
industries; for example, 0.45 per cent average total cost savings in manufacturing for 
savings of 5 per cent in real estate costs (Weatherhead, 1999).  
 
For owned real estate, part of performance measurement also involves monitoring the 
changes in real estate values. Real estate is recorded on an historic basis in the balance 
sheet and in some instances this does not reflect its true value. However, the new 
accounting rules soon to be enforced are demanding that it is reflected on a market value 
basis. Real estate value on a market basis will make it easier to ascertain the contribution 
of the corporation’s property assets to shareholders’ funds. Table 10 illustrates how the 
volatility of the real estate market affects company accounts, thus highlighting the need 
for regular real estate valuations. A 25 per cent fall in property value (from 40 to 10), as a 
result of a fall in rentals and softening of yields, results in a fall of 40 per cent in 
shareholders’ funds (from 50 to 20). 
 
 
 
 
 
 
 
 
 
 
 
The contribution of the various parts of the real estate to the business objectives should 
be considered in detail. Considering occupancy costs separately will show up buildings 
that are expensive to finance separately from those that are expensive to maintain and 
service. This helps to indicate where it may be most valuable to concentrate attention on 
cost-reducing measures.  
 
The following data will make it easy to compare individual buildings: 
 
• Total occupancy costs (including rent or equivalent) 
• Earnings 
• Floor area in square metres 
• Number of employees 
 
Ideally, the earnings should be related to the individual operating units or cost centre 
relevant to each building. A building used by different cost centres should be included for 
each unit, with the percentage use recorded. The cost must include all related usable floor 
space in a building. Unoccupied space should be noted, whether partial or whole 
buildings. 
 
The following are examples for comparative measures that may be used. Complexity of 
the comparative measure will depend on how well the company wants to add to its 
detailed understanding of the excessive costs and the availability of detailed information. 
 
 
Table 10: Comparative balance sheet 
  Before  After 
Current assets  40  40 
Fixed assets     
    Plant 20  20  
    Real estate 40 60 10 30 
Total assets  100  70 
Liabilities  50  50 
Shareholders’ funds 
 
 50  20 
Source: Robinson, J. (1999)     
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a) Comparison of data – costs by area 
 
Earnings less occupancy costs divided by the amount of usable floor area for each 
individual building will give figures in units that can be compared across real estate, i.e. 
 
earnings – occupancy costs 
floor area 
 
It will directly relate the cost of real estate to earnings and is not related to any other 
consideration such as intensity of use. 
 
b) Comparison of data – costs per employee 
 
Where buildings are used for similar purposes, such as office use, comparing the earnings 
less occupancy costs divided by the number of employees will produce another range of 
figures that will warrant comparison, i.e. 
 
earnings – occupancy costs 
number of employees 
 
If all business overheads are taken into account, other factors, such as local salaries and 
wage rates, could be influential. Likewise, if staff numbers vary from location to location 
a better comparison may come from including all outgoings, i.e. deducting occupancy 
costs and all other overheads from earnings before dividing by either floor area or 
number of employees. 
 
The real estate performance measures can be monitored with those of competitors 
(provided the unit and composition of measurement is the same) to assess efficiency.  
 
According to Nourse (1994), the real estate performance measures can be used to 
determine the following: 
 
• Monitoring for lease renewals to determine whether to renew and if so for how 
much; 
• Monitoring actual performance of real estate managers compared with what 
average manager should achieve with given space; 
• Monitoring for space planning to determine whether to expand, move, or contract 
space (dispose of surplus space); and 
• Monitor occupancy costs to determine if building should be leased instead of 
owned, or vice versa. 
 
It is generally acknowledged that actions by the business managers to fully utilize the 
assets of a company, including real estate, are highly appreciated by the shareholders. 
Moves that make explicit the value of real estate and the impact of real estate 
management provide valuable information to shareholders and signal an intention to 
maximize wealth. This information, together with any tax gain, is capitalized into share 
prices increasing the value of the company. Not appreciating, or attempting to hide, the 
value of real estate assets can lead to takeover bids. 
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3.4 Space reduction/maximum utilisation measures 
 
As pointed out earlier, businesses that can produce products or deliver services using less 
real estate than their competitors will have a competitive advantage. Business strategies 
that reduce the need for real estate are the most effective, provided that other costs do not 
rise to compensate. Surplus real estate requirements may result by introducing changes to 
reduce space requirements and other costs saving measures. The greatest advantage 
would be gained by being a first-mover. Many of the cost-saving measures spring from 
the mobility of staff. Businesses with operations in which staff are very mobile will have 
greater opportunities to cut costs than those that need people full-time to operate specific 
equipment in specific locations – which is a driver to operational changes. 
 
Weatherhead (1999) suggests the following generic changes that may ensure maximum 
use of real estate and also possibly result in real estate cost savings: 
 
Intensity of building usage. Introduction of shift working using the same desks, covering 
say 8:00 a.m to 10:00 p.m, seven days a week to account for the lost working hours due 
to annual holidays, bank holidays, lunch hour, sick leaves, etc. 
 
Document management. Computerisation of records would save on space occupied by 
file cabinets and open shelves. 
 
Flexible working. New working patterns are emerging with changing real estate 
requirements – the workplace can be anywhere and everywhere. More common these 
days is for people to work at home and still be accessible by telephone, fax and online 
links – called teleworking. It is also becoming common to employ part-time staff and 
consultants who need desks when they are in the office but not at other times. This also 
applies to sales staff and customer service personnel. If they work together at the same 
time in the week the accommodation will be needed for all of them. In this situation, 
shared desks, more frequently called hot-desking, can become beneficial. 
 
Just-in-time and distribution logistics. The just-in-time (JIT) operation management 
system was developed in the Japanese automobile industry as a planning and control 
system applicable to manufacturing industry. It is a ‘demand-pull’ system resulting in 
goods arriving at the shop just in time to be sold, components arriving just in time to be 
assembled, materials arriving just in time to be made into components. Space is saved as 
there are no stores and no stocks waiting to move; the work in progress inventory is kept 
to a minimum. 
 
IT-based operational methods. The effects of new IT-based operational methods are 
already being noticed in consumer financial services in banks and insurance companies 
that offer telesales services. In the retail sector, teleshopping and online shopping are 
being utilised though not to a large scale. Though these changes are not yet very popular, 
they do involve real estate decisions which corporate real estate staff should be aware of. 
 
Flexible workplace designs. This involves the recognition of real estate as a powerful tool 
in the challenge to change culture and optimise efficiency and productivity by creating 
new working environments. The focus is on linking four systems – IT, management, 
working practices and built environment – through an iterative process as shown in 
Figure 3. 
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Built 
environment 
 
Figure 3:  Interlinking of IT systems, management and systems processes, working practices and built environment 
 
 
 
 
 
 
 
 
 
 
 
 
The IT network, with its supporting management and systems processes, is the primary 
form of communication and the means to select the information, build systems and 
documents to support customer services. Flexibility is gained by the ease at which new 
technology is adopted as it is developed and the freedom to change work processes, 
including working away from the office. 
 
Flexibility is further gained if the buildings can be easily converted to other uses to suit 
the changed business needs. Alterations can be better than taking new space, as they do 
not increase business liability. 
 
Weatherhead (1997) further outlines how BT Plc in the UK is using buildings within their 
Workstyle 2000 concept to be comfortable and efficient environments in which staff can 
access and use the network and facilitate the other form of communication – face-to-face 
contact between members of staff and with customers. 
 
The key features of the new facilities under the Workstyle 2000 concept are: 
 
• Workstation flexibility 
• Staff can access their personal work from 
any PC 
• Powerful e-mail 
• ‘Friendly’ video-conferencing 
• Staff can relocate for £150 rather than 
£2000 per person 
• Single filing facility – working towards 
paperless office 
• Voice recognition software 
• Flexible, non-specialist, open-plan layout 
• Sensitively located offices 
• Environmentally friendly 
• Specification at least to British Council of 
Offices standards 
• Project work rooms 
• Quite rooms (no communications!) for 
report writing etc. 
• Meeting rooms 
• Shared workstations (hot-desking) 
• ‘Touchdown’ workstations for visiting staff 
• Flexible, attractive staff facilities, such as a 
‘Parisan café’ 
Outsourcing non-core processes. Outsourcing involves the use of service providers to 
carry out activities previously performed by internal staff. It forms one of the tenets of 
facilities management (FM). FM involves the total management of all services that 
support the core business of the organisation. It aims at not just optimising running costs 
of the buildings, but to raise the efficiency and suitability of the management of the space 
and other related assets for people and processes, in order that the mission and the goals 
of the organisation may be achieved at the best combination of efficiency, cost and 
quality (Amaratunga et al, 2000). 
Working 
practices 
IT systems 
Management and 
systems processes 
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The advantages and disadvantages of outsourcing are outlined in Table 11. 
 
Table 11: Advantages and disadvantages of outsourcing 
 
Advantages Disadvantages 
• Efficiency gains from economies-of-
scale. This is achieved when service 
providers spread their personnel across 
clients; 
• Efficiency gains and effectiveness from 
economies-of-scope. This is achieved if 
service providers possess distinctive 
expertise in various real estate areas such 
as leasing, selling and analysing site 
locations; 
• Lower transaction costs for routine tasks; 
• Timely updates of market values on real 
estate holdings; and 
• Other real estate reporting improvements. 
 
• Loss of power-of-scale when negotiating 
contracts; 
• Loss of control of elements that influence 
business function operation and success 
(loss of confidentiality and control of 
information); 
• Higher premium costs, as transaction fees 
are paid in excess of company’s internal 
costs to accomplish the same real estate 
tasks or management responsibilities; 
• Loss of internal relationships that result 
from networking with other segments of 
the business; and 
• Loss of participation in overall corporate 
strategy due to the external as opposed to 
internal orientation of real estate 
providers. 
Source: Manning, C.A., Rodriguez, M. and Roulac, S.E (1997) 
 
3.5 Summary 
 
The chapter has pointed out how the efficient use of real estate, whether owned or leased, 
contributes to business profitability. The first step taken by most companies is release the 
capital locked-up in real estate through the issue of debt or sale and leaseback schemes, 
the choice of which depends on the various individual business circumstances. Measuring 
and monitoring of the real estate portfolio’s contribution to business profitability is 
crucial. The most common measure of performance is occupancy cost. Reductions in 
occupancy costs will result in increased profitability and a business is at an advantage if 
these costs are lower than that of its competitors. Also important is the optimisation of the 
space being used by the introducing certain measures. Measures such as intensifying 
building usage through shift working; computerising document management; adoption of 
flexible work practices such as teleworking and hot-desking; adoption of just-in-time and 
distribution logistics; adoption of IT-based operational methods; using flexible workplace 
designs; and outsourcing of non-core activities are advocated. 
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4.0 PRESENTATION OF FOUR CASE STUDIES 
 
4.1 Introduction 
 
The chapter discusses how four companies, namely ABB Sverige AB, TietoEnator AB, 
Siemens AB and Pharmacia AB, are handling their corporate real estate to match their 
business strategies. This was done through a set of structured questions (as shown in 
Appendix 2), followed by detailed personal interviews with relevant authorities in the 
said companies. The companies were selected on the basis of being in sectors that can be 
described as stable, moderately stable, and fast changing. Pharmacia AB is categorised as 
being in the stable pharmaceutical sector, ABB Sverige AB in the moderately stable 
manufacturing sector, whereas TietoEnator AB and Siemens AB are in the fast changing 
IT/telecommunications sector.  
 
Balancing demand and supply is at the heart of the corporate real estate planning 
challenge. Real estate commitments, which are often long-term by nature, are at odds 
with the quickening competitive environment in which many companies operate today. 
The “structuring dilemma” is grounded in the uncertainty of a company’s external 
environment, as well as in the ways the company’s corporate real estate decision-making 
processes respond to uncertainty. 
 
4.2 ABB Sverige AB 
 
4.2.1 Background 
 
ABB Sverige AB is part of ABB Group of companies that is a global leader in power and 
automation technologies. The Group has been in existence for over 120 years and 
operates in more than 100 countries. It employs about 152,000 people worldwide, with 
over 10,000 employees in Sweden and has a turnover of SEK100 billion in Sweden 
alone. 
 
On June 27, 2002 the company announced that it had sold its property portfolio in 
Sweden to London & Regional Properties Ltd. (LRP) for US$300 million. LRP is a 
London-based, privately owned real estate company. Under the deal, ABB sold offices, 
and industrial and warehousing assets, totalling about 1.1 million square metres in 35 
municipalities. The properties are located mainly in Västerås (475,000 square metres) and 
Ludvika (190,000 square metres). ABB also signed long-term lease agreements with 
LRP, and rents 75% of the properties that were sold through leasing contracts ranging 
from 1.5 to 25 years. 
 
The essence of the real estate divestiture for the company was to raise cash to clear part 
of its debt. Peter Voser, ABB’s chief financial officer, said the following in support of the 
divestitures:  
“The real estate sales contribute to reducing our net debt. This is a core element 
in our financial strategy announced earlier this year. The strategy aims at 
strengthening the balance sheet and increasing our financial flexibility”. 
 
For the coming year, company anticipates a contraction in business due to the global 
economic downturn. This will impact on its real estate requirements. 
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4.2.2 Corporate real estate operations 
 
The company has a total number of 21-50 employees handling real estate issues that are 
managed on a centralised basis. Real estate is treated as a separate cost centre called 
“ABB Fastighets AB” that handles all occupancy costs and investments in buildings with 
its head being at the strategy level in the company hierarchy. Decisions related to changes 
in real estate needs are driven from the core business, though the global headquarters in 
Zurich does at times assist.  
 
Though the company did not explicitly state whether it has a formulated real estate 
strategy or not, the real estate goals being pursued are: occupancy cost minimisation; 
increasing flexibility; promotion of sales and selling; and facilitation of production, 
operations services and delivery. 
 
4.2.3 Lease design and duration 
 
The leases are classified as operating leases in accordance with the US GAAP (Generally 
Accepted Accounting Principles). The duration of the lease depends on the business 
forecast for a particular area and the specialised nature of the building. Leases less than 3 
years are few, with the bulk of the leases having durations ranging from 4-10 years. It is 
company policy not to enter into leases for over 10 years, as it is difficult to forecast 
business trends over this period. Only two specialised buildings have leases of 25 years. 
These can be terminated with up to 25% of their value after 5 years and another 25% 
after 10 years. The rest can be terminated after 15 years. This is shown in figure 4. All the 
lease agreements also contain clauses that permit to sub-let excess space. 
 
Figure 4: Flexibility in leases through option to reduce lease payment 
100% Option to reduce lease amount by 25% after every 5 years
75%
50%
Option to terminate the lease after 15 years
25%
5 10 15
Le
a
se
 
a
m
o
u
n
t
Years
 
In addition, ABB Fastighets AB also runs 10 “business centres” where any of the 
business units could rent all the items in the offices. 
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4.2.4 Real estate performance monitoring 
 
The company monitors the contribution of real estate to business profitability mainly 
through minimisation of occupancy costs. Their composition of occupancy costs is as 
follows: 
 
• Base rent  
• Escalations 
• Common area charges 
• Cleaning expenses 
• Security expenses 
• Expense pass-throughs 
• Rate of return on new investments 
• Expenses payable by tenant 
(insurance, property taxes, others) 
 
The unit of measuring occupancy costs are occupancy cost per square metre as well as 
occupancy cost per employee. Occupancy costs are measured building by building or 
where more applicable site by site. Occupancy costs are also measured per business unit. 
The occupancy costs are measured four times a year and benchmarked inside the group. 
 
Also monitored is the total square metre of space being used by the company. 
 
The company uses these real estate cost and performance measures to aid decision 
making in: 
 
• Monitoring for lease renewals to determine whether to renew and if so for how 
much; and 
• Monitoring for space planning to determine whether to expand, move, or contract 
space (dispose of surplus space). 
 
The company does not have specific figures of the proportion of real estate costs to total 
business costs. 
 
The company also employs the following maximum space utilisation/space reduction 
strategies: 
 
• Computerised document management. 
• Flexible working practices (hot-
desking, teleworking). 
• Just-in-time and distribution 
management.  
• IT-based operational methods.  
• Flexible office design.  
• Outsourcing non-core processes. 
 
 
4.3 TietoEnator AB 
 
4.3.1 Background 
 
TietoEnator is a leading supplier of high-value-added IT services in Europe. The Group 
operates in 19 countries in Europe, USA and China. The Group employs over 10,000 
people and has net annual sales of EUR 1.1 billion. Sweden accounts for 29 per cent of 
the number of employees and net annual sales respectively. 
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In Sweden, the company is utilising nearly 112,000 square metres of space in 40-50 
different places. Between 75-90% of the space being utilised is leased, with the 
remaining held under freehold and sale and leaseback schemes. There are 75 contracts for 
the leased space, with the Kista headquarters having 3 contracts. 
 
The company is currently going through a rapid transformation period of contraction and 
expansion. This is evidenced by its developments in Kista where currently 8,600 square 
metres of space is being used. Six months ago, 10, 400 square metres of space was being 
used and next year it is anticipated that 9,100 square metres of space will be used 
 
4.3.2 Corporate real estate operations 
 
The company has 2 employees handling real estate issues that are managed on a 
centralised basis. A middle-level real estate manager, who reports to the Chief Financial 
Officer (CFO), handles the day-to-day operational issues. The CFO is also the Chief Real 
Estate Officer (CREO) and is in-charge of the strategy real estate issues.  
 
The company has a formulated real estate strategy centred on occupancy cost 
minimisation and ensuring flexibility. The company’s view of its real estate is as follows: 
 
Target-oriented and efficient CRE management is supporting the strategic core 
businesses in creating shareholder value. The possession, utilisation, 
maintenance and development of premises are specially to support the core 
businesses. Real estates and facilities are the second largest cost item for the 
group. This is why the economic efficiency of the premises has to be controlled 
and developed. 
 
The basic goal is that real estate and facilities actively, systematically and in a 
measurable way support and serve the core activities of the group. Annually, when the 
business strategies have been prepared, there is also an updating of the Group CRE 
strategy. The strategic horizon is 5 years for major cities and 3 years for smaller ones. 
In addition, CRE action plans are reviewed every year. All company employees 
through the intra-net can access the CRE strategy. Furthermore, a CRE instruction 
manual is being prepared and will be availed to all employees. 
 
It is Group policy not to own property. There are, however, exceptions due to historical 
reasons, acquisitions etc. Owned premises are used as a funding reserve; the freeing of 
capital is done when it is proper from the balance sheet viewpoint, but the forecasts 
about real estate markets are also taken into consideration. 
 
Decisions related to changes in real estate needs are driven from the core business, 
through the six Business Areas (BA’s) for day-to-day issues and from the senior 
management team for any strategic changes.  
 
4.3.3 Lease design and duration 
The leases are classified as operating leases in accordance with the FAS (Finnish 
Accounting Standards). The duration of the lease depends on the following guidelines: 
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Number of employees  Lease duration and location 
• Over 150 employees - 3-5 years and located outside central 
business district 
• 20-150 employees - Less than 3 years 
• Less than 20 employees - 3 months- “office hotelling” 
 
All external lease agreements are entered into by the Facility Management (FM) unit, 
comprising the Real Estate Manager and the CREO, in liaison with the representatives of 
the BA’s. The FM unit and the BA’s then enter into 3 year internal lease agreements on 
market-based rentals. 
 
To further introduce flexibility in the leases, the company has used some of the following 
options to renew and/or terminate the leases; and expand and/or contract space: 
 
• Options to move a year earlier than the expiry date of the lease; 
• Options to move a year earlier than the expiry date of the lease, subject to paying 
half of the rent that should have been paid for during that period; 
• Options to get rid of 1,700 square metres of space, subject to giving a 9 month 
notice period; 
• Options to convert 3 year leases to a continuous running lease, with termination 
subject to 12-24 month notice period; and 
• Options where the landlord is not allowed to change the base rent for 6 years. 
 
The company has an option to buy back the property held under the sale and leaseback 
scheme, but has indicated that it will only exercise this option to re-position the space it 
requires by selling the property and leasing elsewhere the exact space it would require. 
 
4.3.4 Real estate performance monitoring 
 
The company monitors the contribution of real estate to business profitability mainly 
through minimisation of occupancy costs, monitoring empty premises and benchmarking. 
Their composition of occupancy costs is as follows: 
 
• Base rent  
• Escalations 
• Common area charges 
• Cleaning expenses 
• Security expenses 
• Expense pass-throughs 
• Rate of return on new investments 
• Expenses payable by tenant 
(insurance, property taxes, others) 
• Facility management (added services) 
 
The units of measuring occupancy costs are occupancy cost per square metre and 
occupancy cost per employee. Occupancy costs are measured building by building and 
also per BA. The occupancy costs are reviewed once a year and benchmarked inside the 
group as well as with competitors. 
 
Other measures of real estate performance are total square metre of space being used, 
square metre per employee and questionnaires of satisfaction by employees. Factors such 
as availability of amenities (day-care, banks, restaurants, etc.), average distance to 
employee’s homes, and heating, ventilation, air-conditioning systems, are considered 
before leasing space.  
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The company does not have specific figures of the proportion of real estate costs to total 
business costs. 
 
The company uses these real estate cost and performance measures to aid decision 
making in: 
 
• Monitoring for lease renewals to determine whether to renew and if so for how 
much; and 
• Monitoring for space planning to determine whether to expand, move, or contract 
space (dispose of surplus space). 
 
The company also employs the following maximum space utilisation/space reduction 
strategies: 
 
• Computerised document 
management. 
• Flexible office design. 
• IT-based operational methods.  
• Outsourcing non-core processes.  
 
For excess space, the company: 
 
• Negotiates with the landlords to sub-lease or buy-out the contracts. Agents are used 
to lease out space; and 
• Leases out internally from one BA to another in the group. 
 
 
4.4 Siemens AB 
 
4.4.1 Background 
 
Siemens AG is a world-wide group of companies involved in diverse business interests 
ranging from automation and control; medical solutions; transportation; power; 
information and communications; lighting; and financing and real estate. The Group 
operates in 190 countries with a global net annual income of EUR 2,597 million and has 
426,000 employees. In Sweden, the group has a net annual income of EUR 1 billion and 
has 3,200 employees. 
 
In Sweden, the company is utilising nearly 150,000 square metres of space in 
approximately 50 different places. 131,000 square metres of the space being utilised is 
owned and is found in Stockholm and Göteborg. The remaining space being utilised is 
held under leasehold in other parts of the country. There are approximately 100 contracts 
for the leased space. 
 
For the coming year, company anticipates a contraction in its real estate requirements due 
to the increased outsourcing of some of its manufacturing activities and the re-location of 
some manufacturing activities to Asia. 
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4.4.2 Corporate real estate operations 
 
The company has 15 employees handling real estate issues that are managed on a de-
centralised basis among the various companies in the group. Plans are underway though 
to manage all real estate issues on a centralised basis. A middle-level real estate manager 
reporting to the Financial Director and the real estate unit in Germany handles the day-to-
day operational issues. Decisions related to changes in real estate needs are relayed from 
the senior management team to the real estate manager. 
 
Though the company did not explicitly state whether it has a formulated real estate 
strategy or not, the real estate goals being pursued are centred on occupancy cost 
minimisation and capturing real estate value creation for the business.  
 
It is Group policy to move away from owning to leasing property. Emphasis is now 
placed on leasing property in all areas outside Stockholm and Göteborg. 
 
4.4.3 Lease design and duration 
 
The leases are classified as operating leases in accordance with the US GAAP (Generally 
Accepted Accounting Principles). The duration of the lease range from 3-5 years. 
 
To introduce flexibility in the leases, the company has used some of the following 
options to renew and/or terminate the leases; and expand and/or contract space: 
 
• Options to terminate 5 year leases after 3 years, subject to compensating the 
landlord for part of the improvements undertaken by him; and 
• Options to have the “first right of refusal” for adjoining and neighbouring property 
being let out. 
 
In 10-15% of the leases, the options to renew and/or terminate the leases; and expand 
and/or contract space were exercised. 
 
4.4.4 Real estate performance monitoring 
 
4.4.4.1 Leased property 
 
The company monitors the contribution of real estate to business profitability mainly 
through minimisation of occupancy costs. Their composition of occupancy costs is as 
follows: 
 
• Base rent  
• Escalations 
• Common area charges 
• Cleaning expenses 
• Security expenses 
• Cafeteria expenses 
• Rate of return on new investments 
• Expenses payable by tenant (insurance, 
property taxes, others) 
• Payments for computer networks and 
furniture 
 
The units of measuring occupancy costs are occupancy cost per square metre and 
occupancy cost per employee. Occupancy costs are measured building by building and 
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also per location. The occupancy costs are reviewed once a year and benchmarked inside 
the group as well as with competitors. 
 
Other measures of real estate performance are total square metre of space being used, 
square metre per employee, sales per square metre and output per square metre.  
 
The Group has not indicated the specific figures of the proportion of real estate costs to 
the total business costs for the leased properties. 
 
 
4.4.4.2 Owned property 
 
The company monitors the contribution of real estate to business profitability mainly 
through minimisation of occupancy costs and monitoring the real estate values. Their 
composition of occupancy costs is as follows: 
 
• Utilities expenses 
• Property taxes  
• Security expenses  
• Cleaning expenses 
• Management operations  
• Rate of return on new investments 
• Insurance  
 
The units of measuring occupancy costs are occupancy cost per square metre and 
occupancy cost per employee. Occupancy costs are measured building by building and 
also per location. The occupancy costs are reviewed once a year and benchmarked inside 
the group as well as with competitors. Internal rentals are charged for the use of space, 
though these are based on cost recovery basis and not on prevailing market rentals per se. 
 
Other measures of real estate performance are marketability of property market value, 
business return on assets, square metre per employee, sales per square metre and output 
per square metre. The real estate market values are reviewed almost every year. 
 
The Group has not indicated the specific figures of the proportion of real estate costs to 
the total business costs for the properties it owns. 
 
4.4.4.3 Uses of real estate performance monitoring 
 
The company uses these real estate cost and performance measures to aid decision 
making in: 
 
• Monitoring for lease renewals to determine whether to renew and if so for how 
much; 
• Monitoring for space planning to determine whether to expand, move, or contract 
space (dispose of surplus space); and 
• Monitoring occupancy costs to determine if the building should be leased instead of 
owned. 
 
The company also employs the following maximum space utilisation/space reduction 
strategies: 
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• Flexible work practices e.g. hot-
desking, teleworking 
• Flexible workplace designs 
• IT-based operational methods  
• Outsourcing non-core processes  
 
For excess space, the company: 
 
• Negotiates with the landlords to terminate the leases or adjust the terms of the 
leases; and 
• Investigates various alternative options, including outright sell and sale and 
leaseback schemes. 
 
 
4.5 Pharmacia AB 
 
4.5.1 Background 
 
Pharmacia Corporation is a top-tier global pharmaceutical company with a leading 
agricultural subsidiary. The Corporation operates in more than 60 countries with a 
consolidated net earning of US$1,501 million and has 59,000 employees. 
 
In Sweden, the company is utilising nearly 355,000 square metres of space in Uppsala, 
Stockholm, Strängnäs and Helsingborg. 262,000 square metres of the space being utilised 
is owned and the rest is leased.  
 
For the coming year, the company anticipates fluctuations in its business due to the 
economic downturn. An expansion is further anticipated in the long run due to the 
pending take-over bid by Pfizer. This will impact on its real estate needs in different 
ways.  
 
4.5.2 Corporate real estate operations 
 
Real estate is managed as separate unit with its head being at the strategic-level in the 
company hierarchy. The real estate head reports to the Chief Financial Officer (CFO). 
The company has 11-20 employees handling real estate issues that are managed on a 
centralised basis for all strategic issues and on a de-centralised basis for all the operations 
in different locations. Decisions related to changes in real estate needs are driven from 
the various business units. 
 
Though the company did not explicitly state whether it has a formulated real estate 
strategy or not, its real estate goals are centred on occupancy cost minimisation; 
increasing flexibility; promotion of human resources objectives; promotion of the 
marketing message; promotion of sales and selling; facilitation of production, operations 
services and delivery; and capturing real estate value creation for the business.  
 
It is Corporation policy to own all production facilities due to the need for control and 
maintenance of security, and to lease all offices premises and laboratories.  
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4.5.3 Lease design and duration 
 
The leases are classified as operating leases in accordance with the US GAAP (Generally 
Accepted Accounting Principles). The duration of the lease range from 3-10 years. 
 
As part of its space management, the company has used the following options in its lease 
agreements: 
 
• Options to sub-lease all excess space for all buildings where it is a tenant; and 
• Options to recover part of the return on investment for all new investments at the 
end of the lease for all buildings where it is a landlord. 
 
4.5.4 Real estate performance monitoring 
 
4.5.4.1 Leased property 
 
The company monitors the contribution of real estate to business profitability mainly 
through minimisation of occupancy costs. Also of importance is the physical condition of 
the exterior of the buildings to present a good corporate image.  
 
Their composition of occupancy costs is as follows: 
 
• Base rent  
• Escalations 
• Common area charges 
• Utility expenses 
• Security expenses 
• Cafeteria expenses 
• Rate of return on new investments 
• Expenses payable by tenant (insurance, 
property taxes, others) 
• Expense pass-throughs 
 
The units of measuring occupancy costs are occupancy cost per square metre and 
occupancy cost per employee. Occupancy costs are also measured per business unit, per 
location as well as inside the group. 
 
Other measures of real estate performance are total square metre of space being used, 
square metre per employee, flexibility of physical facility for changes in use, and 
questionnaires on customer or client satisfaction. 
 
The company has not indicated the specific proportion of real estate costs for its leased 
space to the total business costs. 
 
4.5.1.2 Owned property 
 
The company monitors the contribution of real estate to business profitability mainly 
through minimisation of occupancy costs and monitoring the real estate values. Also of 
importance is the physical condition of the exterior of the buildings to present a good 
corporate image.  
 
Their composition of occupancy costs is as follows: 
 
• Utilities expenses 
• Property taxes  
• Management operations  
• Rate of return on new investments 
  36 
• Security expenses  
• Cleaning expenses 
• Insurance  
 
The units of measuring occupancy costs are occupancy cost per square metre and 
occupancy cost per employee. Occupancy costs are also measured per business unit, per 
location as well as inside the group. 
 
Internal market-based rentals are charged for the use of space, though a discount based on 
the difference between the market rent and the occupancy cost is offered. 
 
Other measures of real estate performance are marketability of property market value, 
square metre per employee, flexibility of physical facility for changes in use, 
questionnaires on customer or client satisfaction. There is no fixed programme for 
reviewing the real estate market values. 
 
The company has not indicated the specific proportion of real estate costs for its owned 
space to the total business costs. 
 
4.5.4.3 Uses of real estate performance monitoring 
 
The company uses these real estate cost and performance measures to aid decision 
making in: 
 
• Monitoring for lease renewals to determine whether to renew and if so for how 
much; 
• Monitoring for space planning to determine whether to expand, move, or contract 
space (dispose of surplus space); 
• Monitoring occupancy costs to determine if the building should be leased instead of 
owned; and 
• Monitoring actual performance of real estate managers compared with what average 
manager should achieve with given space. 
 
The company also employs the following maximum space utilisation/space reduction 
strategies: 
 
• Flexible work practices e.g. hot-
desking, teleworking 
• Flexible workplace designs 
• Just-in-time and distribution 
management 
• IT-based operational methods  
• Outsourcing non-core processes 
• Intensify space usage (shift work hours) 
 
For excess space, the company sells or leases out the space after analysing its business 
needs. 
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5.0 ANALYSIS OF THE FOUR CASE STUDIES 
 
The two central themes of the study are to evaluate how companies have formulated their 
real estate strategies to match their corporate strategy and to further assess how real estate 
is contributing to their business profitability. Therefore, the case studies of ABB Sverige 
AB, TietoEnator AB, Siemens AB and Pharmacia AB, as presented in the previous 
chapter, are analysed under these two central themes. 
 
5.1 Real estate in corporate strategy 
 
5.1.1 Operational set-up 
 
In three of the companies, real estate is managed as a centralised/disbursed (on a 
geographical basis) unit, whereas in one group of companies it is managed on a de-
centralised basis among the various companies in the group. In the former case, all 
decision making is done at the central unit and all operational matters are done on a 
disbursed unit basis. The group of companies managing real estate on a decentralised 
basis revealed that efforts were underway to centralised all real estate management in the 
group. 
 
According to Lambert et al (1995) and Raney (1990) the advantages of managing real 
estate on a centralised basis are: 
 
• More collaboration with company-wide staff functions such as sales, human 
resources and management information services; 
• Greater advantage of opportunities to systematically integrate work within 
corporations and share information with staff; 
• More likelihood of permission to spend larger sums (of money) without additional 
permission; 
• More ability to promote “one stop shopping” with client business units; 
• More ability to ease the time of and communication burdens of busy executives; 
and 
• More ability to enhance the CRE’s staff or external service promoter’s 
accountability for service delivery. 
 
Two of the companies indicated that the head of the real estate unit was at a strategic 
level in the companies, whereas the other two companies’ head of real estate were at 
middle-level managers reporting to the Chief Financial Officer and Financial Director 
respectively of their companies. The higher-level of management (Intrapreneur and 
Business Strategist) roles of CRE staff have the potential of contributing vastly to 
shareholder wealth due to the unique integrative way these roles involve virtually all staff 
functions (e.g., accounting, operations, marketing, MIS, human resources, etc.) as well as 
the operating business units of large companies. There is better internal and external 
networking, closer relationships and better communication with senior management, 
more direct involvement in the core business, greater flexibility to enhance effectiveness 
and efficiency, continuity of updating skills and utilising better managerial techniques, 
and development of better ways of assisting the core business in dealing with 
competition. 
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The number of staff handling real estate varied depending on company size. Two 
companies had a staff of 11-20, one company a staff of 21-50 and the last company a 
staff of 3. What was evident in all the companies was the need to specialise in the core 
business and to outsource most ancillary operations. A lean real estate team was thus 
needed to manage contracts with external service providers and to be able to critically 
assess the contribution to real estate to the core business through better management of 
occupancy costs and other performance parameters.  
 
5.1.2 Real estate strategies 
 
Only one firm indicated that it had a formulated real estate strategy. What was evident, 
though, was that all the companies appreciated the role that real estate plays in supporting 
the core business and were pursuing various real estate goals. Companies in the 
IT/telecommunications indicated their real estate goals as being the need to minimise 
occupancy costs and to maintain greater flexibility. The company in the manufacturing 
sector included the need to promote sales and selling; and facilitation of production, 
operations services and delivery; in addition to minimising occupancy costs and 
maintaining greater flexibility. For the company in the pharmaceutical industry, its real 
estate goals are centred on occupancy cost minimisation; increasing flexibility; promotion 
of human resources objectives; promotion of the marketing message; promotion of sales 
and selling; facilitation of production, operations services and delivery; and capturing real 
estate value creation for the business. 
 
5.1.3 Leasing or owning real estate 
 
Holding of appropriate real estate portfolios that match the corporate business strategies 
is a precursor to all successful business operations. All the companies had identified that 
leasing real estate increased business flexibility. At two firms, though, real estate is 
owned due to historical reasons and to ensure ultimate control of production premises 
respectively. The one company in the IT/telecommunication sector and the company in 
the manufacturing sector leased real estate. The other company in the 
IT/telecommunication sector leased and owned its real estate. The company in the 
pharmaceutical sector leased its office premises and owned its production premises. 
 
To introduce further flexibility, the duration of the leases were being matched to suit the 
various business forecasts for particular areas, in one case on the specialised nature of the 
building, and in another on the number of people using the property. The durations of the 
leases entered into by the various companies are summarised in Table 12. In all the cases 
it was evident that shorter lease durations were being demanded as it was becoming more 
and more difficult to forecast business trends over longer periods. 
 
Table 12: Lease durations in the case studies 
 
Lease duration  ABB Sverige AB TietoEnator AB Siemens AB Pharmacia AB 
Less than 3 years Few Few - - 
3-5 years Common Common Common  Common 
6-10 years Common - - Common 
Over 10 years Few and 
specialised 
premises only 
- - - 
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Added flexibility has been introduced in all the leases through options to renew and/or 
terminate the leases; and expand and/or contract space. Some of the options being used 
are: 
 
• Options to terminate up to 25% of the value of the lease after 5 years and another 25% after 10 
years. The rest after 15 years; 
• Options to sub-let excess space; 
• Options to move a year earlier than the expiry date of the lease; 
• Options to move a year earlier than the expiry date of the lease, subject to paying half of the rent that 
should have been paid for during that period; 
• Options to get rid of 1,700 square metres of space, subject to giving a 9 month notice period; 
• Options to convert 3 year leases into continuous running leases, with termination subject to 12-24 
month notice period;  
• Options where the landlord is not allowed to change the base rent for 6 years; 
• Options to terminate 5 year leases after 3 years, subject to compensating the landlord for part of the 
improvements undertaken by him;  
• Options to have the “first right of refusal” for adjoining and neighbouring property being let out; and 
• Options to recover part of the return on investment for all new improvements at the end of the lease. 
 
However, the added right to flexibility through options in most leases was not priced and 
what was mostly stipulated was the penalty for early termination. 
 
5.2 Real estate performance measures 
 
Real estate performance measures are needed to reflect how real estate is being utilised in 
the business. The unit of measuring real estate performance will depend on the type of the 
facility and its use. 
 
5.2.1 Occupancy costs and other types of measures 
 
All the companies indicated that they monitor the contribution of real estate to business 
profitability mainly through minimisation of occupancy costs. The units of measuring 
occupancy costs are occupancy cost per square metre as well as occupancy cost per 
employee. Occupancy costs are measured building by building or where more applicable 
site by site. They are also measured per business unit as well as within the 
company/group of companies. One company reviewed its occupancy costs four times a 
year and two companies once a year. One company did not reveal how often they 
reviewed its occupancy costs. 
 
The basic composition of occupancy cost for all leased property for all the companies 
comprised: base rent; escalations; common area charges; utility expenses; security 
expenses; cafeteria expenses; rate of return on new investments; expenses payable by 
tenant (insurance, property taxes, others); and expense pass-throughs. However, two of 
the companies included payment for the use of furniture and computer networks and 
other “added services” respectively. The base rent was market-based for all the 
companies, indicating the quest for all users of space to understand the full cost of 
operations, including accommodation. One company, however, offered a discount on the 
base rent it charged based on the difference between the market rent and the occupancy 
cost. 
 
  40 
For the owned property, the composition of occupancy cost comprised: utilities expenses; 
property taxes; security expenses; cleaning expenses; management operations; rate of 
return on new investments; and insurance. 
 
It is evident that the use of occupancy cost as a way of measuring the contribution of real 
estate to business profitability is company specific because of differences in its 
composition among the companies, the different review periods and also on the different 
criteria of selecting the base rent. This makes it difficult to benchmark performance with 
competitors. All the companies stated that they did not have the exact figures of the 
percentage of real estate costs to total business costs. It can thus be concluded that though 
the companies knew or appreciated that lowering real estate costs increases business 
profitability, they did not know exactly by how much. 
 
Other common measures of performance being used by all the companies are: total space 
being used per square metre and total space being used per employee. However, other 
company specific measures being used are: questionnaire of satisfaction from employees; 
sales per square metre; output per square metre; physical condition of exterior 
(appearance/image) and flexibility of physical facility for changes in use. For the owned 
property, real estate values were also monitored. One company had a rolling programme 
of reviewing its real estate values almost every year, whereas another company had no 
definite programme. Not reviewing real estate values regularly makes it difficult to 
ascertain the contribution of real estate to business profitability or shareholders’ funds. 
 
5.2.2 Uses of real estate performance measures 
 
All the companies indicated that the real estate performance measures assisted in 
decision-making relating to the monitoring of lease renewals to determine whether to 
renew and if so for how much; and also monitoring of space planning to determine 
whether to expand, move, or contract space (dispose of surplus space). 
 
One company that owns real estate further went on to add that it uses the measures to 
monitor occupancy costs to determine if the building should be leased instead of owned 
and also for monitoring the actual performance of real estate managers compared with 
what average manager should achieve with given space. The other company uses the 
measures to monitor occupancy costs to determine if the building should be leased 
instead of owned. 
 
The above clearly shows the importance of the real estate performance measures to 
business profitability and also emphasises the changed perception of treating real estate 
with a laissez- faire attitude to being an active part of the revenue part of the business. 
 
5.2.3 Space reduction/maximum utilisation measures 
 
Two of the companies indicated that they anticipated a contraction and the other two 
companies anticipated fluctuations in their real estate needs in the short-term due to the 
reduced levels of business as a result of the global economic downturn. One of the 
companies further added another reason as being its increased outsourcing of some of its 
manufacturing activities and the re-location of some manufacturing activities to Asia. 
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In order to maximise the utilisation of space or reduce excess space, all the companies 
were employing the following measures: IT-based operational methods, outsourcing non-
core processes, and flexible workplace designs. In addition, the company in the 
manufacturing sector employed “just-in-time” and distribution management. The 
company in the pharmaceutical sector employed “just-in-time” and distribution 
management and shift hour work system for its production facilities. Flexible work 
practices e.g. hot-desking, teleworking, were only being practiced in the 
IT/telecommunications and manufacturing sectors. 
 
The companies indicated that they were meeting the challenges of handling excess space 
through various ways. One company was permitted by the lease agreement provisions to 
sublet all excess space. Another company bought out all the excess space from the 
landlords or alternatively let it out internally from one business unit to another. The third 
company negotiated with the landlords to terminate the leases for excess space or for the 
adjustment of the terms of the leases. They also investigated other options such as sale 
and leaseback schemes and outright sale. The last company leased out or sold out all its 
excess space. 
 
What is clearly evident is that all the companies appreciated the cost of space and were 
proactive in ensuring that they had no excess space. They had thus devised several 
company specific ways of dealing with excess space.  
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6.0 CONCLUSION AND RECOMMENDATIONS 
 
The historic view of real estate playing a passive contribution to the business is now 
changing with the realisation that it can play an active part by unlocking the latent capital 
tied up in it and by lowering the large amounts of capital expended on it to support the 
core business for non-real estate investment companies. It has been recognised that a 
competitive edge and profitability can be gained by innovative use of real estate, both as 
an asset and as a cost. To extract the best value-making potential from real estate assets 
while they are being used as a factor of production needs carefully strategic management. 
An organisation’s real estate decisions will be effective if such decisions support the 
enterprise’s overall business objectives.  
 
Case studies were undertaken at ABB Sverige AB, TietoEnator AB, Siemens AB and 
Pharmacia AB, to investigate how these companies were matching their corporate real 
estate to their corporate business strategies. The companies were asked questions on how 
they have organised their CRE operations, how they designed their leases and on how 
they were monitoring the contribution of their CRE to business profitability. 
 
In three of the companies, real estate is managed as a centralised/disbursed (on a 
geographical basis) unit, whereas at one group of companies it is managed on a de-
centralised basis among the various companies in the group. Two of the companies’ real 
estate head were at the strategic level in the company hierarchy whereas the other two 
they were middle-level managers. The higher-level of management (Intrapreneur and 
Business Strategist) roles of CRE staff have the potential of contributing vastly to 
shareholder wealth due to the unique integrative way these roles involve virtually all staff 
functions (e.g., accounting, operations, marketing, MIS, human resources, etc.) as well as 
the operating business units of large companies. Staff of fewer than 50 people in most 
instances was managing the companies’ CRE. A lean real estate team is needed to 
manage contracts with external service providers and to be able to critically assess the 
contribution to real estate to the core business through better management of occupancy 
costs and other performance parameters.  
 
Only one firm indicated that it had a formulated real estate strategy. What was evident, 
though, was that all the companies appreciated the role that real estate plays in supporting 
the core business and were pursuing various real estate goals. 
 
All the companies had identified that leasing real estate increased business flexibility. At 
two firms, though, real estate is owned due to historical reasons and to ensure ultimate 
control of production premises respectively. To introduce further flexibility, the duration 
of the leases were being matched to suit the various business forecasts for particular 
areas, in one case on the specialised nature of the building, and in another on the number 
of people using the property. In all the cases it was evident that shorter lease durations 
were being demanded as it was becoming more and more difficult to forecast business 
trends over longer periods. 
 
Added flexibility was also introduced in all the leases through options to renew and/or 
terminate the leases; and expand and/or contract space. However, the added right to 
flexibility through options in most leases was not priced and what was mostly stipulated 
was the penalty for early termination. The pricing of options in the leases is outside the 
realms of this study but would be an interesting area of future research. Most leases for 
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the companies investigated were for 3-5 years and a few leases were for less than 3 years 
and over 10 years.  
 
Real estate performance measures are needed to reflect how real estate is being utilised in 
the business. The unit of measuring real estate performance will depend on the type of the 
facility and its use. All the companies indicated that they monitor the contribution of real 
estate to business profitability mainly through minimisation of occupancy costs. 
Reductions in occupancy costs will result in increased profitability and a business is at an 
advantage if the 
se costs are lower than that of its competitors. The units of measuring occupancy costs 
are occupancy cost per square metre as well as occupancy cost per employee. Occupancy 
costs are measured building by building or where more applicable site by site. They are 
also measured per business unit as well as within the company/group of companies. 
 
It is evident that the use of occupancy costs as a way of measuring the contribution of 
real estate to business profitability is company specific because of differences in its 
composition among the companies, the different review periods and also on the different 
criteria of selecting the base rent. This makes it difficult to benchmark performance with 
competitors. A starting point could be for members of the ByggherreFöreningen 
(Swedish Association of Commercial Property Owners) to agree on the use of a uniform 
composition of occupancy cost. All the companies did not have the exact figures of the 
percentage of real estate costs to total business costs. It can thus be concluded that though 
the companies knew or appreciated that lowering real estate costs increases business 
profitability, they did not know exactly by how much. This is another area of future 
research that would require the full co-operation of the respondents. For this study, the 
respondents considered the pertinent data required to undertake such a detailed analysis 
confidential. 
 
For the owned property, real estate values were also monitored. One company had a 
rolling programme of reviewing its real estate values almost every year, whereas another 
company had no definite programme. Not reviewing real estate values regularly makes it 
difficult to ascertain the contribution of real estate to business profitability or 
shareholders’ funds. 
 
Two of the companies indicated that they anticipated a contraction and the other two 
companies anticipated fluctuations in their real estate needs in the short-term due to the 
reduced levels of business as a result of the global economic downturn. One of the 
companies further added another reason as being its increased outsourcing of some of its 
manufacturing activities and the re-location of some manufacturing activities to Asia. The 
negative effects would be mitigated by the use of the various options in the lease 
contracts for leased property and through outright sale, leasing and sale and leaseback 
schemes for owned property. 
 
In order to maximise the utilisation of space or reduce excess space, all the companies 
were employing the following measures: IT-based operational methods, outsourcing non-
core processes, and flexible workplace designs, “just-in-time” and distribution 
management, shift hour work system, and flexible work practices e.g. hot-desking, 
teleworking. An empirical study of the amount of space reduced over a period of time 
using the mentioned measures would be another interesting area of future research. 
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What is clearly evident is that all the companies appreciated the cost of space and were 
proactive in ensuring that they had no excess space. They had thus devised several 
company specific ways of dealing with excess space.  
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Appendix 1: Dominant considerations in linking real estate operating decisions to real estate strategies  
 Real Estate Operating Decisions 
Real Estate 
Strategies 
Location Quantity Tenancy 
Duration 
Identity / 
Signage 
Building 
Size / 
Character 
Building 
Amenities 
Exterior 
Quality 
Company Space Mechanical 
Systems 
Information / 
Communication 
Systems 
Ownership 
Rights 
Financing Control Risk 
Management 
1. Minimise 
occupancy cost 
Remote, less 
popular regions 
& sites 
Minimum 
space / worker 
- - General 
purpose 
building 
Less important - Lesser priority - - Minimise 
financial 
responsibility 
Cost-of-
capital 
trade-offs 
drive 
decision 
Inconsistent 
with cost 
minimisatio
n 
Minimise 
financial 
exposure 
2. Increase 
flexibility 
Less prime 
location 
- Shot-term 
leases - 
options 
- - - - Construction to 
favour easy 
modification. 
- - - - Important - 
3. Promote 
human resources 
objectives 
Accessibility to 
where workers 
live / want to live 
More space / 
worker 
Long-term - - High priority - Premium 
ambience and 
furnishings 
Comfortable 
work 
ambience 
- - - High 
priority 
- 
4. Promote 
marketing 
message 
Prestige & high 
visibility very 
important 
- Own or 
long-term 
lease 
Critical Landmark 
structure 
- Very 
important 
Consistent with 
marketing 
message. 
- - Important 
relative to 
continuity of 
marketing 
message 
- Priority - 
5. Promote sales 
and selling 
Prestige &/or 
high traffic 
location 
- Lease for 
flexibility 
Critical - - Consider 
selling 
Critical impact on 
selling 
environment. 
- Important - - Significant 
re impacts of 
adjacent 
uses 
- 
6. Facilitate 
production, 
operation, 
services and 
delivery 
Access to 
customers & 
suppliers 
- Own or 
long-term 
ease 
- Appropriate 
for primary 
purposes 
- - Specialised 
facility 
Appropriate 
temperature 
Priority - - Significant 
re impacts of 
adjacent 
uses 
- 
7. Facilitate 
managerial 
process 
- Sufficient to 
promote 
effective work. 
- - Important Contribute to 
effective work 
- Critical priority Positive 
working 
environment 
Priority - - - - 
8. Capture real 
estate value 
creation of 
business 
Consider impacts 
on demand of 
location decision 
Secure more 
space / land 
than needed 
for own use 
Longer 
terms 
- Dominant 
tenant 
- - - - - Critical  Critical 
strategic 
priority 
Critical Aggressive 
value creation 
involves more 
risk 
Source: Nourse, H.O. and Roulac, S.E (1993) 
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Appendix 2:  Interview Questions  
 
Section A: Corporate Real Estate Operations 
 
1. What is the total amount of space, in square metres, being used by your organisation? 
 
 
 
2. Does your organisation have a formulated real estate strategy? 
    (Please tick the most relevant box below): 
Yes [    ] No [    ] 
 
3. If yes, please specify it? 
 
 
 
4. Which of the following real estate goals fit your organisation? 
    (Please tick the most relevant box/es below & specify here if 
possible):___________________________ 
Occupancy cost minimisation [    ] Promote sales and selling [    ] 
Flexibility [    ] Facilitate production, operations 
services and delivery 
[    ] 
Promote human resources objectives [    ] Facilitate managerial process [    ] 
Promote marketing message [    ] Capture real estate value creation of 
business 
[    ] 
 
5. How large is your total organisation’s real estate staff? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Total real estate staff employed  Level of real estate head in 
organisational hierarchy 
 
Less than 5 [    ] Operational level [    ] 
6 – 10 [    ] Middle level  [    ] 
11 – 20 [    ] Strategic level [    ] 
21 – 50 [    ] Board of directors level [    ] 
Over 50 employees [    ]   
 
6. How is your organisation’s real estate managed? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Centralised [    ] Decentralised [    ] 
 
7. Do you maintain a record of your organisation’s real estate performance or productivity? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Yes [    ] No [    ] 
 
8. If yes, what is included? 
    (Please tick the most relevant box/es below & specify here if 
possible):___________________________ 
Questionnaires of satisfaction by 
employees 
 
[    ] 
HVAC systems [    ] 
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Square metre per employee [    ] Elevators [    ] 
Customer or client satisfaction [    ] Flexibility of physical facility for 
changes in use 
 
[    ] 
Average distance to employee homes [    ] Marketability of property market 
value 
[    ] 
Average distance to customers [    ] Flexibility of lease provisions to adapt 
to life cycle of organisations products 
 
[    ] 
Average distance to suppliers [    ] Sales per square metre [    ] 
Average distance between managers in 
separate buildings 
 
[    ] 
Output per square metre [    ] 
Amenities: Day Care, Shopping, 
Restaurants, Banks, etc. 
 
[    ] 
Business return on assets [    ] 
Total square metre of space [    ] Occupancy costs per square metre [    ] 
Physical condition of exterior 
(appearance / image) 
 
[    ] 
Occupancy costs per employee [    ] 
Physical condition of interior space [    ] Ratio of occupancy costs to sales or 
revenue 
 
[    ] 
 
9. How are these cost and performance measures used? 
    (Please tick the most relevant box/es below & specify below if possible): 
Monitoring for lease renewals to 
determine whether to renew and if so for 
how much 
[    ] Monitoring actual performance of real 
estate managers compared with what 
average manager should achieve with 
given space. 
[    ] 
Monitoring for space planning to 
determine whether to expand, move, or 
contract space (dispose of surplus space) 
[    ] Monitor occupancy costs to determine 
if building should be leased instead of 
owned, or vice versa. 
[    ] 
Other, please specify: 
______________________________________________________________ 
 
10. What business position best fits your organisation in the coming year? 
     (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Contraction [    ] Expansion [    ] 
Stabilisation [    ]   
 
11. How does the head of real estate learn about plans for expansion or contraction of corporate  
      real estate needs? 
 
 
 
12. Which of the following maximum space utilisation / space reduction strategies has your   
       organisation employed / would employ? 
    (Please tick the most relevant box/es below & specify below if possible): 
Intensify space usage (shift work hours) [    ] IT-based operational methods [    ] 
Computerised document management [    ] Flexible office design [    ] 
Flexible working practices (hot-desking, 
teleworking) 
[    ] Outsourcing non-core processes [    ] 
Just-in-time and distribution management [    ]  
 
Other, please specify: 
______________________________________________________________ 
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13. What is being done / would be done to excess corporate real estate? 
 
 
 
 
14. Does your organisation lease any real estate? 
    (Please tick the most relevant box below & specify here if possible): 
_____________________________ 
    Yes (If your answer is Yes, please   
            proceed to Section B) 
[    ] No (If your answer is No, please     
       proceed to Section C) 
[    ] 
 
Section B: Leased Corporate Real Estate  
 
15. What percentage of your total organisation’s real estate is leased and its cost? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Percentage of leased space  Percentage of real estate costs to total 
costs 
 
Less than 10% [    ] Less than 5% [    ] 
11% – 50% [    ] 6% – 15% [    ] 
51% – 74% [    ] 16% – 25% [    ] 
75% - 99% [    ] 26% - 49% [    ] 
100% [    ] Over 50% [    ] 
 
16. Do you have records of occupancy costs by business units, division, or function? 
    (Please tick the most relevant box below): 
Yes [    ] No [    ] 
 
17. What is included in occupancy costs? 
    (Please tick the most relevant box/es below & specify below if possible): 
Base rent [    ] Expense pass-throughs. [    ] 
Escalations [    ] Rate of return on new investments [    ] 
Common area charges [    ] Expenses payable by tenant 
(insurance, property taxes, others) 
[    ] 
Cafeteria [    ] Extra security (not provided by 
landlord) 
[    ] 
Other, please specify: 
______________________________________________________________ 
 
18. What are the benefits of leasing real estate? 
    (Please tick the most relevant box/es below & specify below if possible): 
Tax deductibility of lease payments [    ] Easier terms than with conventional 
types of debt 
[    ] 
Conserving cash [    ] Provides off-balance sheet financing [    ] 
Lower cost of financing assets 
compared to debt financing 
 
[    ] 
  
Other, please specify: 
______________________________________________________________ 
 
19. How have the leases been structured? 
    (Please tick the most relevant box below): 
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Operating leases [    ] Capital leases [    ] 
Both operating and capital leases [    ]   
 
20. What are the durations of the leases? 
    (Please tick the most relevant box below): 
3 years [    ] 4 – 10 years  [    ] 
11 – 20 years [    ] Over 20 years [    ] 
 
21. Have any of the leases contained options to buy the property; renew and / or terminate the 
lease;   
      expand and / or contract space? 
    (Please tick the most relevant box below): 
Yes [    ] No [    ] 
(If your response is No, please skip to question 24)  
 
22. Please specify the types of options contained in the leases and how they were priced? 
 
 
 
 
23. Where the options ever exercised? 
      (Please tick the most relevant box below): 
Yes [    ] No [    ] 
If Yes, what percentage?    
 
24. What quantitative methods are used to evaluate the alternatives of leasing vs. owning real 
estate? 
    (Please tick the most relevant box below & specify below if possible): 
Net present value of leasing versus 
owning 
[    ] Comparison of net income from 
leasing to net income from owning 
[    ] 
Comparison of cash flows of leasing to 
the cash flows from owning 
 
[    ] 
  
Other, please specify: 
______________________________________________________________ 
 
25. If you use a discounted cash flow method to decide whether to lease vs. own real estate, how is 
the    
      discount rate estimated? 
    (Please tick the most relevant box below & specify below if possible): 
Before-tax cost of debt [    ] Weighted average cost of capital [    ] 
After-tax cost of debt [    ] Rate of return on new investments [    ] 
Rate of return on previous investments [    ]   
Other, please specify: 
______________________________________________________________ 
 
26. For properties that might be leased, do you evaluate the decision to acquire the property first 
and       then evaluate the alternatives of leasing versus owning the property? 
    (Please tick the most relevant box below): 
Yes [    ] No [    ] 
 
Please proceed to question 37 
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Section C: Owned Corporate Real Estate  
 
27. What is the approximate size of your organisation, in market value of all assets? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Total value of all assets  Percentage of real estate assets to 
total assets 
 
Less than SEK100 million [    ] Less than 10% [    ] 
SEK101 million – SEK499 million [    ] 11% – 20% [    ] 
SEK500 million – SEK999 million [    ] 21% – 40% [    ] 
SEK1 billion – SEK9 million [    ] 41% - 59% [    ] 
Over SEK10 billion [    ] Over 60% [    ] 
 
 
28. What is the approximate size of your organisation, in value of the real estate assets? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Book value  Market value  
Less than SEK100million [    ] Less than SEK100million [    ] 
SEK101 million – SEK250 million [    ] SEK101 million – SEK250 million [    ] 
SEK251 million – SEK499 million [    ] SEK251 million – SEK499 million [    ] 
SEK500 million – SEK999 million [    ] SEK500 million – SEK999 million [    ] 
Over SEK1 billion [    ] Over SEK1 billion [    ] 
 
29. What percentage of your total organisation’s real estate is owned and its cost? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Percentage of owned space  Percentage of real estate costs to total 
costs 
 
Less than 10% [    ] Less than 5% [    ] 
11% – 50% [    ] 6% – 15% [    ] 
51% – 74% [    ] 16% – 25% [    ] 
75% - 99% [    ] 26% - 49% [    ] 
100% [    ] Over 50% [    ] 
 
30. Do you have records of occupancy costs by business units, division, or function? 
    (Please tick the most relevant box below & specify here if 
possible):_____________________________ 
Yes [    ] No [    ] 
 
31. What is included in occupancy costs? 
    (Please tick the most relevant box/es below & specify below if possible): 
Utilities [    ] Management operations [    ] 
Property taxes [    ] Rate of return on new investments [    ] 
Security  [    ] Insurance [    ] 
Other, please specify: 
______________________________________________________________ 
 
32. What are the benefits of owning real estate? 
    (Please tick the most relevant box/es below & specify below if possible): 
Retention of occupational flexibility and [    ] No rental payments and complete [    ] 
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control. insulation from the vagaries of 
property market rental fluctuations. 
Financial flexibility achieved by using 
property assets as collateral for 
mortgage loans, or alternatively varying 
the timing of major planned 
maintenance to suit other corporate cash 
flow variations 
[    ] Tax advantages through capital 
allowance schemes. 
[    ] 
Other, please specify: 
______________________________________________________________ 
 
33. What quantitative methods are used to evaluate the alternatives of owning vs. leasing real 
estate? 
    (Please tick the most relevant box below & specify below if possible): 
Net present value of owning versus 
leasing 
[    ] Comparison of net income from 
owning to net income from leasing 
[    ] 
Comparison of cash flows of owning to 
the cash flows from leasing  
[    ]   
If other, please specify: 
_____________________________________________________________ 
 
34. If you use a discounted cash flow method to decide whether to own vs. lease real estate, how is 
the    
      discount rate estimated? 
       (Please tick the most relevant box below & specify below if possible): 
Before-tax cost of debt [    ] Weighted average cost of capital [    ] 
After-tax cost of debt [    ] Rate of return on new investments [    ] 
Rate of return on previous investments [    ] Internal rate of return [    ] 
Other, please specify: 
______________________________________________________________ 
 
35. For properties that might be owned, do you evaluate the decision to own the property first and  
      then evaluate the alternatives of leasing versus owning the property? 
      (Please tick the most relevant box below): 
Yes [    ] No [    ] 
 
36. When your organisation acquired / acquires real estate that is used in its operations, what 
source  
       of funds are used / were used and how do you rank the importance of these sources? 
      (Please tick the most relevant boxes below & RANK the TOP THREE, 2nd most important……): 
 
 Considered Rank  Considered Rank 
Mortgage loans secured 
by the acquired 
property 
[    ] ___ Sale-leaseback arrangements [    ]  
____ 
Cash flow from 
operations 
[    ] ___ Joint ventures [    ] ____ 
Mortgage bonds 
secured by the acquired 
property 
[    ] ___ Equity real estate investment 
trusts 
[    ]  
____ 
Sale of common stock [    ] ___ Mortgage real estate investment [    ]  
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trusts ____ 
Sale of preferred stock [    ] ___ Hybrid real estate investment 
trusts 
[    ]  
____ 
Sale of unsecured 
bonds 
[    ] ___ Sale of commercial mortgage-
backed securities 
[    ]  
____ 
Sale of commercial 
paper 
[    ] ___ Limited partnerships [    ] ____ 
Long-term leasing [    ] ___ Participating mortgages [    ] ____ 
Other, please specify: 
________________________________________________________ 
 
 
37. Additional comments: 
If you have any comments or observations on restructuring corporate real estate generally or particularly 
points related to how your organisation uses its real estate please add these comments below. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Thank you for your co-operation 
The results of this survey will be used in the completion of a dissertation entitled ‘Restructuring Corporate Real 
Estate in Sweden’ as partial fulfilment for the award of a Masters degree in Real Estate Management by the Royal 
Institute of Technology. Information supplied will be treated with the strictest confidentiality and will only be used 
for academic purposes. 
 
 
